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EDITORIAL COMMENT 
THE PRESIDENT’S MESSAGE 


HERE is but one point in the re- 

cent annual message of President 

Roosevelt that calls for extended 
consideration in a financial publication 
—his defense of the spending policy of 
the Government. Before considering 
this part of the message, it may be ob- 
served that what the President said in 
regard to providing adequate measures 
for the country’s defense must meet 
with general acceptance, though some 
difference of opinion may exist as to 
the urgency that would justify large- 
scale outlays on this score. 

The President is of the belief that 
our present large expenditures must be 
continued, at least until the national in- 
come reaches $80,000,000,000. He takes 
a complacent view of the huge indebt- 
edness, public and private, saying that 
it is no greater than in 1929. The pub- 
lic debt—that of the Federal Govern- 
ment—is greater by several billions of 
dollars than it was in the year named, 
and the country’s ability to bear it less 
than it was then. As to the private debt, 
it was excessive in 1929, witness the de- 
flation that occurred in that year. 

The President does not see any ma- 
terial saving to be effected by cutting 
down some of the minor expenditures, 
but says that to effect any worth-while 
saving it would be necessary to curtail 
some of the Government’s major activ- 
ities—such as the outlays of the WPA. 
Even a disposition to save in some of 
these minor expenditures would be wel- 
comed as an evidence of economy on 
the part of the Government. And it is 
certain that much waste could be elimi- 
nated from the relief and Works 
Progress Administration. 

But the point of real importance re- 
lates to the effectiveness of the Govern- 


ment’s spending policy as an instrument 
of recovery. It may be admitted at 
once that a sudden and sharp reduction 
of present outlays would have a con- 
siderable deflationary result, but the 
reduction might gradually be made 
with little harm. Possibly, also, by 
lopping off some of these expenditures, 
a compensatory gain would follow in 
the shape of greater confidence and the 
replacing of governmental activities by 
private enterprise. 

The experience of the United States 
and that of some other countries would 
hardly seem to warrant that degree of 
confidence in the wisdom of the spend- 
ing policy which the President still re- 


tains. 
© 


THE ANNUAL BUDGET 


F most interest in the President’s an- 
nual budget message is the vast sum 
$8,995,000,000 which it contains and 
the large deficit it records for the pres- 
ent and ensuing fiscal years. The mes- 
sage places the deficit for the present 
fiscal year at $3,972,252,000, and for 
the next fiscal year at $3,326,343,000. 
An early rise -of the public debt to 
something near the present statutory 
limit of $45,000,000,000 is considered 
possible by some financial authorities. 
Regarding the proposal to balance the 
budget by a reduction of expenditures, 
the President is of the opinion that 
there should be no sharp curtailment 
of expenditures, nor does he favor the 
imposition of drastic taxation. But he 
does favor some additional taxes to meet 
increased outlays for national defense 
and to meet the requirements of the 
agricultural parity program. 
From this and his preceding message 
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to the Congress, it is plain that the 
President believes that any marked re- 
duction in Federal outlays in the imme- 
diate future would not only greatly 
curtail activities which he considers es- 
sential, but might bring on a relapse 
in the recovery now happily under way. 
The President looks to a marked revival 
in the national income as the most hope- 
ful means of providing the revenue that 
will bring the budget at least approxi- 
mately into balarice. He further re- 
gards our present policy of liberal 
spending as essential to an increase in 
the national income, or at least until 
this increase shall be brought about by 
the expansion of private enterprise. 

Here we have a sharp conflict be- 
tween two schools of thought, one hold- 
ing that in hard times you must retrench 
expenditures, and the other that you 
must increase them. 

We have been none too successful 
with the policy of liberal spending. But 
who can say with certainty what the 
results of an opposite policy might have 
been? True, there are those who point 
out that in previous depressions recov- 
ery has taken place without a material 
addition to public outlays. 

Whatever may be the right view to 
be taken of these opposing opinions, 
one thing is clear, and that is that the 
people of this country—including Presi- 
dent Roosevelt—will greatly rejoice 
when lavish public expenditures are no 
longer necessary, and when the balanc- 
ing of the budget may emerge from the 


realm of dreams into that of reality. 


© 


CREATING PURCHASING POWER 


MANY plans are being proposed for 

giving purchasing power to those 
lacking it. The most popular proposal 
for doing this, at present, is by a be- 
stowal of money out of the Treasury. 
But as the Treasury, strictly speaking, 
has but little money of its own, most 
of its funds being derived from borrow- 
ing and taxation, a brief consideration 
of the matter will show that by using 
borrowed funds for the purpose a fresh 
creation of debt is the result; and, in 
the case of taxation, this means only a 
transfer of wealth from one part of the 


community to another part. The debt 
itself ultimately requires taxation for 
its extinction. Fundamentally, and in 
the end, the results, in this respect, 
from debt and taxation are about the 
same. 

It is, therefore, clear that debts and 
taxes do not create purchasing power, 
but merely transfer it. 

Should one be forunate enough to 
receive a legacy, the receiver of it 
would have his purchasing power in- 
creased; but again, this would mean 
nothing more than that this power had 
been transferred from the grantor to 
the legatee. No new purchasing power 
has been created. 

So far as relates to the community 
in general, latent purchasing power— 
that which already exists in the form 
of surplus capital or idle cash in the 
banks—will become active whenever 
conditions are such as to offer safe and 
profitable means of employing the sur- 
plus capital and idle deposits. The 
restoration of these conditions con- 
stitutes the most urgent of our recovery 
problems. And could these idle funds 
be put to work, fresh purchasing power 
would be created. It may be said that 
this power already actually existed. 
But granting this, it is only when put 
to work that it really brings new pur- 
chasing power into being. This results 
from the added production which its 
employment brings. 

And for the individual, this is the 
only way he can find his purchasing 
power increased—by carrying to the 
market goods or services which the mar- 
ket demands and for which it will pay. 
But it is true that the individual would 
be greatly assisted by the aid of credit, 
since credit, wisely employed, consti- 
tutes one of the indispensable tools of 
efficient production. The question is 
not, why banks do not lend, but what 
are the conditions which make enter- 
prisers reluctant to borrow. 


© 


HOW MUCH IS TOO MUCH? 


AS the public debt of the United States 

approaches $40,000,000,000, with 
an increase likely to continue for some 
time, a question of great practical con- 
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cern to the banks of the country is that 
stated above. When will the time come 
that the size of the public debt will be 
regarded as having reached the danger 
point? Some light is thrown on this 
question by a statement made by Pro- 
fessor Hiram L. Jome, in an article 
appearing in the December number of 
THE Bankers Macazine. After stating 
that “it is doubtful if the present gross 
debt of the United States involves a 
serious threat to Government credit,” the 
author said: 


The amount of bonds which can be issued 
without harming the public credit cannot 
be satisfactorily estimated inasmuch as it 
a question of psychology and popular at- 
titude rather than one of statistical 
measurement. 


This is undoubtedly true. Some years 
since, it was reported that a prominent 
banker had advised the Treasury that 
a public debt of $80,000,000,000 could 
be safely incurred, but confirmation of 
this advice was rather hazy. As Pro- 
fessor Jome pointed out, it is not so 
much the size of the debt that may give 
rise to public concern, but in what way 
people come to look at the matter. There 
is much discussion in the newspapers 
about the size of the debt, the liberal 
spending policy of the Government, and 
the comparatively indifferent policy of 
the Administration in regard to balanc- 
ing the budget. 

In some newspaper articles of recent 
date, views have been expressed relating 
to the public debt that, if widely dis- 
seminated, might have an alarming 
effect. 

Confidence in the Government’s credit 
is supported by the ready sale of Treas- 
ury obligations at a low interest rate, 
and the sustained market quotations for 
these securities. As is well known, there 
are some factors in the situation tend- 
ing to render these factors partially 
deceptive. 

Since the maintenance of the public 
credit is of such vital concern, not 
merely to the banks, but to the general 
welfare of the country, it should be the 
continuous duty of the Administration 
to see that nothing is done that might 
weaken the faith that credit has so long 
held and deserved. 


THE RAILROAD PROBLEM AGAIN 
LIKE the poor, the railroad problem 


seems always with us. Certainly, it 
is not of recent origin, although chang- 
ing conditions of transportation and 
other factors have of late rendered it 
more acute. Primarily, the railroads 
of the country are suffering from in- 
fluences adversely affecting business of 
all kinds, due to the depression. But 
in addition, the railways are being sub- 
jected to comparatively new forms of 
competition from the bus, truck, and 
aviation. Many of the smaller existing 
lines have outlived their usefulness, and 
they would be scrapped or consolidated 
with larger systems but for some serious 
hindrances to adoption of this policy. 
Congress has adopted legislation look- 
ing to consolidations, but probably the 
main reason why little has been done 
in that direction has been due to the 
fact that too much is expected of the 
strong systems in the absorption of 
those which are weak. 


As bearing on the railway problem 
in general, the following, by George R. 
Lloyd, in a recent issue of The Statist 
(London) will be found of interest: 


The great railway companies, as well as 
those serving particular districts, appeal for 
what they have never had in the whole 
course of their history, either in this coun- 
try or in any other with which we are ac- 
quainted—that is to say, a square deal. 
England in the early years of last century 
was admittedly the pioneer of railway 
building. We made very grave mistakes 
and some of the worst of the mistakes have 
been copied by nearly every country in the 
world that has built railways. We have 
just said that the railways have never had 
a square deal. On the contrary, they have 
been treated from the outset by the Gov- 
ernment in practically every country of the 
world in which there are railways sometimes 
as spoilt children and at other times as 
public enemies intending to rob the travel- 
ing public. 

The railways either of Great Britain or 
of any other country are not beneficent in- 
stitutions which exist solely for the good 
of the public; neither are they robbers. 
They are just a group of people engaged 
in the business of public carriers on which 
they hope to make a profit. 


Perhaps if the view taken in the lat- 
ter part of the above were generally 
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accepted, many of the difficulties of the 
railways would gradually disappear. 

One of the latest proposals for help- 
ing the railroads is that they should 
operate something on the same plan as 
that applied to the rates for carrying 
letters. In an advertisement published 
in the New York Times of December 
26, a plan of this kind is set forth in 
detail. It contemplates setting up zones 
or regions, in which fares shall be uni- 
form regardless of distance. Incident- 
ally, this advertisement states that there 
are 5,000,000,000,000,000 (five quad- 
rillion) railroad freight rates in effect 
in the nation. 

The railroads are subjected to a high 
degree of outside control, from the labor 
unions in relation to wages, and the 
Government in relation to their sched- 
ules of rates. 


In an interesting study of the coun- 
try’s railway situation, the Twentieth 


Century Fund, after stating that railway 
net incomes were only one-eighth as 
large in 1937 asin 1929, with fixed 
charges actually higher, says that “un- 
less some unexpécted change for the 
better soon sets in, it is virtually cer- 
tain that we must have either wholesale 
reorganization, or some sort of Govern- 
ment rescue party.” 

Wholesale reorganizations are not 
looked on with much favor by holders 
of junior securities, while the govern- 
mental rescue party is equally dis- 
trusted by the railroads. 

The interest of the banks, as large 
holders of railway securities, in the so- 
lution of this problem is very great, 
but the interest of the public is still 
greater. 

Perhaps by giving the railroads what, 
in the opinion of Mr. Lloyd, they have 
never had—a square deal—the solution 


of the problem would be greatly simpli- 
fied. 


ANNOUNCING NEW MANAGING EDITOR FOR 
THE BANKERS MAGAZINE 


T is with pleasure that THE BANKERS MAGAZINE announces the 
appointment of Robin E. Doan as Managing Editor. 
Mr. Doan has been connected with The Denver National 


Bank for a number of years, serving in various capacities. 


He 


has been a frequent contributor to banking journals, writing on 
topics of timely and vital interest to bankers. 

His experience has also included the writing and presentation 
of radio programs and the writing of a popular column for 


Liberty magazine. 


In addition, Mr. Doan is co-author of the book “Increasing 
Personal Loans” published by The Bankers Publishing Company. 
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BANKING IN 1938 


Record of New York, Philadelphia 
and Boston banks .. . 


By F. L. Garcia 
Statistician, Hoit, Rose §& Troster 


ONEY center banking, by and 
large, had a lean earnings year 
during 1938. Deposits rose to 

record levels, employment of the larger 
volume of funds was more difficult and 
excess reserves as a result rose to new 
high levels. Meanwhile, money rates, 
already low, sagged further as the huge 
glut of excess reserves accumulated; 
and in December, 91-day Treasury bills 
sold at a minus yield. 

Business provided an improved back- 
ground for banking operations. Pro- 


duction (Federal Reserve index) rose 
sharply from depression low of 76 in 
May to 103 in November, a 35 per cent. 
gain. The decline in commodity prices 


leveled off early in August, and since 
then, course of prices has been within 
a narrow range. Excess inventories ap- 
pear to have been largely corrected by 
mid-year 1938, although no important 
volume of forward buying appears to 
have since developed. 

Government fiscal policy, however, is 
credited with having at least stimulated 
if not engineered this recovery, being 
well-timed with the correction in inven- 
tories. Government spending was 
stepped up sharply; the quarterly 
deficit, which was $169 million in the 
first quarter, increased to over $700 
million in each of the subsequent three 
quarters of the calendar year. The trend 
of deficits correlated closely with the 
trend of industrial production.  Esti- 
mated deficit for the 1939 fiscal year 
jumped to $3984 million, compared to 
$949 million original budget estimate. 

Monetary policy was likewise corre- 
lated to the increased “pump-priming.” 
In February, the Treasury modified its 
gold sterilization policy to permit 
monetization of $100 million of incom- 


ing gold in any quarter. In April, the 
Treasury went the whole way and de- 
sterilized $1.4 billion of gold. This: 
was supplemented by reduction of 1314. 
per cent. in legal reserve requirements 
of member banks. 

Gold imports continued heavy. Mone- 
tary gold stock increased $1.8 billion 
for 1938, compared to gains of $1.5 
billion in 1937 and $1.1 billion in 1936. 
As a result, excess reserves of member 
banks soared to record high of $3480 
million on December 14, 1938, just be- 
fore the December 15 Treasury financ- 
ing. 

Under the circumstances, money cen- 
ter banks had a difficult time in main- 
taining volume of earning assets 
without overloading on holdings of 
Government securities. “Commercial” 
loan volume continued to decline, de- 
spite the sharp rise in production. As 
many bankers pointed out, however, this 
lag in loans was not caused by any in- 
disposition on the part of the banks to 
extend commercial credit; on the con- 
trary, with deposit insurance and other 
overhead on deposits increasing, banks 
have been eager and willing to expand 
sound loans. 

This lag between industrial recovery 
and expansion in bank loans extended 
for a period of about two and one-half 
years in the last general recovery from 
1933 to early 1937. It may be explained 
by: (1) Increased competition banks 
are meeting from investment bankers, 
insurance companies and the Govern- 
ment for customers’ credit accommoda- 
tion; (2) Cash position of customers 
being bolstered by Government cash 
spending; (3) Slow expansion of in- 
ventories and laggard rise in the price 
level. 
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The big question, therefore, facing 
bank management at this time is whether 
to await the return of commercial loan 
volume, maintaining in the meantime a 
highly liquid, short term position in 
securities; or to avoid such a period of 
“starvation” earnings by development 
of new loans and services and adjust- 
ing policy on securities to permit some- 
what better income from investments. 

The case for orthodoxy on this ques- 
tion is well stated by Percy H. Johnston, 
chairman of the Chemical Bank and 
Trust Company of New York: “Our 
principal objective is to conserve our 
capital account during such periods (of 
low bank earnings) and not to be led 
astray in making long time commit- 
ments or invading other fields for which 
commercial banks are not equipped, 
either by experience, the nature of their 
business or the quick demands that 
could be made upon them.” 


The case for adjustment of banks to 
changed conditions is well stated by 
Paul Thompson, president of the Corn 
Exchange National Bank and Trust 
Company of Philadelphia: “Many fac- 
tors have been operating over a period 
of years to reduce, perhaps indefinitely 


if not permanently, the demand for 


strictly commercial credit. Manifestly, 
it is up to the banks to take up the 
slack in earning assets. If a manufac- 
turer finds the demand for an article 
he produces is falling off, he should 
endeavor to adapt his plant to the pro- 
duction of an article which is in 
greater demand. The present condition 
of banks, with the large proportion of 
funds in bond investments of low 
productivity, and another large segment 
in non-productive excess reserves, 
should not be endured, but remedied.” 
Federal and most State banking au- 
thorities have revised examination rules 
during the year to encourage such ad- 
justment. Banks are now permitted to 
purchase direct from issuers 10-year, 75 
per cent. amortized securities. Secondly, 
the examiners in computing net sound 
capital will test loans primarily from 
the standpoint of intrinsic value and of 
assurance of repayment rather than 
liquidity or length of maturity alone. 
Thus, “serial” loans are encouraged. 


Thirdly, instead of valuing all bonds 
at market as of date of examination, 
the new rules provide for cost less 
amortization on high grade bonds; and 
for average prices over a period of time 
for lesser grade bonds not in default. 
Thus, investment holding to maturity, 
similar to life insurance practice, is en- 
couraged on high grade issues. 

Banks following orthodox policy 
were hardest hit during 1938 by credit 
conditions. Other institutions, more ad- 
justed to conditions, were better able to 
offset the effect of lower volume of com- 
mercial loans and continued low money 
rates. 


New York City Banks 


Deposits of New York City member 
banks increased sharply to new high 
levels during 1938, but loans were off 
substantially, and the expansion in in- 
vestments did not quite fully offset the 
decline in loans. In fact, a decline in 
holdings of Government securities, 
probably mainly caused by the minus- 
yield on the December Treasury bills, 
occurred in the fourth quarter. As a 
result, earning assets showed a small 
net decline for the year. 

Earning assets plummeted $281 mil- 
lion (4 per cent.) in the first quarter 
alone. Loans declined $355 million 
and securities rose but $74 million as 
an offset. The drop in loans was se- 
vere, loans in the commercial category 
declining $138 million, or 8 per cent.; 
ahd other loans declining $217 million, 
or 13 per cent., mainly the $189 mil- 
lion decline in security loans. 

Deflation in loans was more moderate 
in subsequent quarters, and expansion 
of investments managed to offset en- 
tirely in the third quarter the decline 
in loans. Thus, after a stable second 
quarter, third quarter expansion in in- 
vestments was $353 million (8 per 
cent.), compared to $66 million decline 
in loans. Gain in earning assets for 
the third quarter, therefore, was $287 
million (4 per cent.), the first quarterly 
gain since the second quarter of 1936. 
The decline in loans in the third quar- 
ter of 1938 was the smallest quarterly 
decline since the third quarter of 1937, 
and raised some hopes that the long de- 
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Resrricrep lists, exceptions, 
limitations under which items will 
be accepted,—whether cash or col- 
lection,—these arrangements may 
have their proper place in inter- 
bank relations. 


It is a matter of pride with us that 
long experience and _ unexcelled 
facilities enable us to serve our 


correspondents in full accordance 
with their needs, and with no other 
restriction than sound banking 
practice requires. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Undivided Profits 
$40,000,000 


Member of Federal Deposit Insurance Corporation 
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flatiion in loans had come to an end. 

These hopes were not entirely un- 
fulfilled, as total loans rose $82 million 
(3 per cent.) in the fourth quarter. 
However, this was entirely traceable to 
the expansion in security loans, which 
rose sharply by $168 million (24 per 
cent.), compared to $68 million (4 per 
cent.) continued decline in commercial 
loans. Security holdings, moreover, 
were reduced $120 million (3 per cent.) 
in the fourth quarter, largely ($118 
million) the drop in holdings of Gov- 
ernments. 

For the entire year, therefore, earn- 
ing assets wound up $56 million lower 
(1 ‘per cent.). Loans declined $497 
million (14 per cent.), largely the $410 
million (23 per cent.) drop in com- 
mercial loans. Investments rose, on 
the’ other hand, by $441 million (10 
per cent.), but this was not enough to 
offset fully the decline in loans. Hold- 
ings of Governments rose $289 million 
(8% per cent.) for the year, and 
“other” securities, $152 million (16 per 
cent.). The rise in Governments was 
entirely in Government guaranteed is- 
sues, which were more than doubled 
for the year (gain of $494 million) ; 
direct obligations showed a net decline 
of $205 million. (7 per cent.) for the 
year. Increased holdings of “other” 
securities were mainly municipals. 

Trend of earning assets in relation 
‘to deposits is indicated in Table I. 


Taste I 


Govt. “Other” Loans and 
Secs. Secs. Discounts 
35.5% 10.6% 29.0% 
37.6 10.9 29.0 
36:9 10.2 M3 
35.3 12.5 34.2 
37.3 10.4 36.7 


Dec. 28, 1938 .... 
Sept. 28, 1938 ... 
June 29, 1938 .... 
March 30, 1938 .. 
Dec. 90, 3687 «..: 


The difficulty experienced by New 
York banks in putting their funds to 
work is well indicated by the steady 
rise in excess reserves from $355 mil- 
lion at the close of 1937 and $735 mil- 
lion at the end of March, 1938, to 
over $1700 million at the close of the 
year. Loans were 45 per cent. of earn- 
ing assets at the beginning of 1938, but 
dropped to 38 per cent. at the year-end. 

Deposits on a net basis showed a rise 
of $1303 million, or 14 per cent., for 
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the year: This compared with decline 
of $862 million (9 per cent.) in 1937 
and gain of $832 million (9 per cent.) 
in 1936. Demand deposits adjusted 
rose by $1039 million (19 per cent.) 
during the year to account for the major 
part of the year’s bulge. Balances of 
“out-of-town” banks also increased sub- 


stantially, as domestic banks increased 


their balances $515 million (25 per 
cent.) and foreign bank depositors ex- 
panded theirs by $52 million (13 per 
cent.). On the other hand, many banks 
courteously invited the Treasury to 
withdraw from its war-loan accounts 
deposits of the Government, in order to 
save on deposit insurance cost; so that 
Government deposits declined $244 
million, or 2/3rds of the year-end 1937 
total. In subscribing for Government 
securities, many banks also used the 
cash method rather than the book credit 
method, thus again tending to reduce 
Government deposits. Time deposits 
also declined, by $59 million, or 9 per 
cent. Thus, at the year-end, New York 
City member banks -found themselves 
with $1014 billion of gross deposits, of 
which balances subject to withdrawal on 
demand totaled 94 per cent., including 
about $3 billion (30 per cent.) of “out- 
of-town” bank deposits. It is interest- 
ing to compare this total out-of-town 
bank volume with excess reserves of 
New York banks of $1.7 billion. 

As indicated by the Ratio Analysis, 
the best 1938 earnings rate, on the basis 
of net indicated profits after all adjust- 
ments, was shown by the Corn Exchange 
Bank Trust Company, with net profits 
equal to 9.5 per cent. on net worth; and 
First National Bank, 9.1 per cent. Bet- 
ter than average earnings rates were 
also shown by Chase National Bank, 
Bankers Trust Company, Chemical 
Bank and Trust Company, New York 
Trust Company, Bank of New York and 
Public National Bank and Trust Com- 
pany. An important factor to remem- 
ber in judging these profits rates is 
the great difference in bank policy as 
to inclusion in whole or in part of real- 
ized profits on securities in total profits. 
Such security profits were substantially 
higher for 1938 for New York banks, 
but various banks credited all of them 
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Taste II 


Govt. Secs. 

Dec. 31, 1938 

(Millions) 
$640 


Change for 
Year 
(Millions) 
36 
186 
—d4 
—160 
38 
46 


National City 
Guaranty Trust.... 
Central Hanover.. 
Bankers Trust 
Manufacturers.... 


486 
153 
382 
229 


to reserves; others did so partly in 
varying degree; and others included all 
security profits in net profits. 

Higher than average invested position 
in loans is shown by Chase National 
Bank, National City Bank, Guaranty 
Trust Company, Manufacturers Trust 
Company, Chemical Bank and Trust 
Company, Irving Trust Company, Bank 
of the Manhattan Company, New York 
Trust Company, Public National Bank 
and Trust Company, Commercial Na- 
tional Bank and Trust Company, United 
States Trust Company and Continental 
Bank and Trust Company. Banks 
whose loans and discounts are larger 
than investments are: Bank of the Man- 
hattan Company, United States Trust 
Company and Continental Bank and 
Trust Company. 

Always of interest is the maturity 
policy of New York’s largest banks to- 
ward Government securities, which un- 
der present conditions of low volume 
of loans are the largest available earn- 
ing assets. Table II gives this informa- 
tion on the seven largest New York 
banks. 

Largest gains in deposits were shown 
by First National Bank, Irving Trust 
Company, Central Hanover Bank and 
Trust Company and Guaranty Trust 
Company. Best expansion in earning 
assets was shown by Bank of the Man- 
hattan Company, followed by Bank of 
New York and Manufacturers Trust 
Company. Greater percentage increases 
in earning assets than in deposits were 
shown by nine banks, while one was 
even. 


Chicago Banks 


Where New York banks lightened up 
an Government security holdings in the 
fourth quarter, Chicago member’ banks 
bought, which factor was chiefly respon- 
sible for the small net gain in earning 
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Maturities 

Dec. 31, 1938 
90% within 6 years 
67% within 5} years 
94% within 6 years 
70% within 5 years 
554% within 5 years 
30% within 7 years 


1938 Trend 
of Maturities 


Continues very short 
Lengthened 
Shortened further 
Lengthened 
Lengthened 
Shortened slightly 


assets of Chicago banks for 1938. Al- 
though Treasury bills sold at a minus 
yield in December, these issues were in 
demand by Chicago banks in order to 
meet the demands of customers on 
April 1, when the Illinois personal 
property tax, which is levied also on 
bank deposits, falls due. 

The tax-affected first quarter of 
Chicago banks showed a drop of $41 
million (4 per cent.) in Governments, 
but “other” securities rose $26 million. 
Loans dropped $27 million (4 per 
cent.), including a $13 million (3 per 
cent.) drop in commercial loans. Thus, 
earning assets declined $42 million 
(only 2 per cent.). 

Heaviest deflation, however, of the 
year occurred in the second quarter, 
when commercial loans were deflated 
$72 million (17 per cent.) and total 
loans declined $89 million (14 per 
cent.). Security holdings increased, 
however, $19 million (Governments off 
$1 million, but “other” securities up 
$20 million), so that net second quar- 
ter deflation in earning assets was $70 
million (4 per cent.). 

The second half of 1938 was, in con- 
trast with the first six months, mildly 
reflationary for Chicago banks. Earn- 
ing assets showed a gain of $173 mil- 
lion (10 per cent.) in the second half. 
Commercial loans declined only a fur- 
ther $5 million, which was offset by $9 
million expansion in other loans. In- 
vestments rose sharply by $169 million 
(12 per cent.) , Governments rising $145 
million (15 per cent.) and “other” se- 
curities, $24 million (8 per ¢ent.). 

The end of the year, therefore, found 
the Chicago banks with a net gain of 
$61 million (3 per cent.) in earning 
assets. Net decline for the year of $112 
million (17 per cent.) in total loans, 
including the $90 million (21 per cent.) 


drop in commercial loans, was more 


101 





than offset by expansion of $173 mil- 
lion (13 per cent.) in investments, of 
which expansion in holdings of Govern- 
ments was $103 million (10 per cent.) 
and in “other” securities, $70 million 
(27 per cent.). 

Table III summarizes the year’s fluc- 
tuation in earning assets, in proportion 
to deposits. 

Tasre III 

Govt. “Other” Loans and 
Secs. Secs. Discounts 
42.5% 123% 19.9% 
40.9 12.6 20.1 
38.2 11.7 20.4 
44.3 12.6 27.5 
37.9 9.4 23.6 


Dec. 28, 1938 .... 
Sept. 28, 1938 ... 
June 29, 1938 .... 
March 30, 1938 .. 
Dec. 3B, i957 .... 


Excess reserves of Chicago banks 
were $76 million at the close of Decem- 
ber, 1937, and declined to $48 million 
on April 1, 1938, the tax date. By 
July 1, 1938, however, excess reserves 
were $436 million. At the close of 
1938, excess reserves were down to some 
$370 million. 

Demand deposits adjusted declined 
$347 million (24 per cent.) in the tax- 
affected first quarter, but all of this and 
more returned in the second quarter, 
when such demand deposits rose $440 
million (40 per cent.). By the end of 
1938, another $101 million was added, 
making the year’s net gain in demand 
deposits adjusted $194 million, or 13 
per cent. 

“Out-of-town” bank balances _ in- 
creased $134 million (25 per cent.) for 
the year, but Chicago banks passed $50 
million of this gain over to correspond- 
ents to increase their own balances in 
other banks. Balances of domestic 
banks had shown a $156 million gain 
(30 per cent.) by mid-year 1938, but 
they declined some $26 million (4 per 
cent. from the mid-year level) in the 
last half of the year. 

Time deposits gained $16 million 
(314 per cent.), and Government de- 
posits also rose a net of $19 million 
(28 per cent.). All in all, therefore, 
sizeable gains were registered in all 
classes of deposits, thus increasing the 
already high deposits “leverage” of 
Chicago banks. At the year-end, 83 
per cent. of Chicago member bank de- 
posits were demand balances and 17 
per cent., time deposits. 
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Earnings in 1938 were featured by 
the excellent reports of the American 
National Bank and Trust Company and 
Continental Illinois National Bank and 
Trust Company. These institutions en- 
joyed sizeable security profits and re- 
coveries in addition to well-maintained 
operating earnings, and each cleared 
about 18 per cent. on net worth. These 
two banks, incidentally, were also the 
best earners of the Chicago group in 
1937. 

American National showed a 17 per 
cent. expansion in earning assets, being 
the only bank furthermore to show a 
higher expansion in earning assets than 
in deposits. Harris Trust and Savings 
Bank and City National Bank and 
Trust Company also enjoyed substan- 
tial expansion in loans and investments. 

The upturn in deposits was led by 
Continental Illinois (25 per cent.), 
Harris Trust and Savings and City Na- 
tional. Northern Trust Company, 
American National and City National 
show the highest deposits and earning 
assets leverage in relation to capital 
funds. 

Chicago banks featured 1938 with 
several favorable dividend changes. 
First National Bank increased its regu- 
lar dividend rate from $6 to $8 per 
share annually, and Continental IIli- 
nois increased its rate from $2 to $3 
per share annual basis. Regular divi- 
dend rate of American National was 
also increased to $6 per share, com- 
pared to $4 regular and $2 extra pre- 
viously. 


Philadelphia Banks 
the 


member banks in 


Reporting 
Philadelphia district, whose figures are 
heavily weighted by those of the city 


of Philadelphia banks, show  well- 
balanced, moderate expansion in both 
deposits and earning assets for 1938. 
Net deposits rose $62 million (5.1 per 
cent.), while earning assets expanded 
$60 million (5.4 per cent.). 

All of the year’s expansion, however, 
occurred in holdings of investments, as 
loans kept up a persistent decline until 
the fourth quarter. _ 

After a mildly deflationary first quar- 
ter, the rest of the year was reflationary. 
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Earning assets declined $15 million 
(only 1 per cent.) in the first quarter, 
caused by the $12 million (3 per cent.) 
decline in loans and $4 million (2 per 
cent.) drop in “other” securities. There- 
after, Philadelphia district member 
banks added an average of about $25 
million each quarter to earning assets, 
closing the fourth quarter with a gain 
of $31 million (3 per cent.) for the 
quarter. 

In the last quarter, loans finally 
turned upward by $16 million (4 per 
cent.), but this did not include com- 
mercial loans, whose decline lessened in 
the last half but aggregated $29 mil- 
lion ($1344 million decline) for the 
year. Government security holdings 
increased $65 million (17 per cent.) 
for the year, the gain being well dis- 
tributed throughout the last nine 
months; and “other” securities increased 
$22 million (8 per cent.), largely in 
the second quarter. 

Fluctuation of earning assets, in re- 
lation to deposits, is shown in Table IV. 


Taste IV 


Govt. “Other” Loans and 
Secs. Secs. Discounts 
35.9% 22.4% 34.0% 
35.9 23.3 33.9 
34.7 22.6 34.4 
32.8 21.6 37.4 
32.4 21.7 38.0 


Dec. 28, 1938 .... 
Sept. 28, 1938 ... 
June 29, 1938 .... 
March 30, 1938 .. 
Dec. @, 1987 .... 


Excess reserves in the Philadelphia 
district averaged some $40-50 million 
higher during 1938. 

Demand deposits adjusted declined 
$46 million (6 per cent.) in the defla- 
tionary first quarter, and $28 million 
(4 per cent.) in the third quarter, but 
at the year-end, they were again back 
to about the year-end 1937 levels (net 
increase of $2 million). Time deposits 
rose $11 million for the year (4 per 
cent.), despite a $7 million drop in the 
final quarter. Government deposits 
were more than doubled, a gain of $30 
million. And “out-of-town” bank de- 
posits increased $44 million (17 per 
cent.), with $25 million of this gain 
going to swell balances of Philadelphia 
district banks in other banks. 

Outstanding earnings record of the 
year among city of Philadelphia banks 
was that of the Philadelphia National 
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Bank, which reported net profits equal 
to over 13 per cent. on capital funds. 
Income from current operations of this 
bank showed a decline of only 2 per 
cent., and although “non-recurring” 
profits were only 45 per cent. of those 
for 1937, additions to reserves were also 
sharply lower, to account for the well 
maintained net profits. This bank also 
led the expansion in deposits. 

First National Bank also showed a 
good earnings year, and Corn Exchange 
National Bank and Trust Company in- 
creased its profits rate for the year. 

Earning assets expansion was featured 
by the 18 per cent. rise in First National 
Bank’s loans and “investments. Fidelity- 
Philadelphia Trust Company and Corn 
Exchange National also had sizeable 
expansion in earning assets. Five banks 
showed larger expansion in earning 
assets than in deposits, while four in- 
stitutions showed at the year-end a 
larger volume of loans than of invest- 
ments. Highest leverage is shown by 
First National, Philadelphia National 
and Pennsylvania Company, although 
as a group, city of Philadelphia banks 
have moderate deposits and earning 
assets leverage ratios. 


Boston Banks 


Except for the fourth quarter, when 
earning assets rose $21 million (2 per 
cent.), the trend of earning assets in 
the Boston district was moderately de- 
flationary for 1938. The reason for 
this lies in the fact that while loans 
kept up a steady decline throughout the 
year, Boston district banks did not off- 
set this by sufficiently expanding in- 
vestments until the last quarter. 

Decline in earning assets was $61 
million (5 per cent.) in the first nine 
months. Decline in loans and discounts 
during this period was $63 million (10 
per cent.), which compared with a gain 
of only $2 million in securities. The 
decline in commercial loans alone was 
$31 million (10 per cent.) in the nine 
months. 

In the last quarter, however, Govern- 
ment security holdings were expanded 
$31 million (8 per cent.), which more 
than offset drop of $6 million in 
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“other” securities and $4 million in 
loans. 

For the full year, therefore, Govern- 
ment securities held showed a net gain 
of $27 million (6 per cent.), compared 
to approximately unchanged volume of 
“other” securities and declines of $47 
million (16 per cent.) in commercial 
loans and $67 million (10 per cent.) in 
total loans. 

Table V indicates the 1938 fluctua- 
tion of earning assets in proportion to 
deposits. 

Taste V 

Govt. “Other” Loans and 

Secs. Secs. Discounts 
Dec. 28, 1938 .... 32.2% 9.2% 41.1% 
Sept. 28, 1938 ... 30.2 9.7 417 
June 29, 1938 .... 29.9 9.5 43.2 
March 30, 1938 .. 31.0 10.1 46.7 
Dec. ‘98, 1987 ..... Stl 9.4 47.1 


Excess reserves in the Boston district 
increased $25-30 million during the 
year. 

Deposits maintained a 
though moderate upturn 


steady al- 
throughout 


WAR .OR 


HE year 1938 has certainly seen a 

greater setback to world peace than 

any year since the end of the 
World War, says the News Letter of 
the World Alliance for International 
Friendship Through the Churches, and 
Church Peace Union. While wars in 
Spain and China have continued with 
increased ferocity, conflict has grown 
in many other regions. In Central 
Europe, a Great Power deal has sac- 
rificed Czechoslovakia to the new Ger- 
man Empire, and Hitler is using this 
victory as a basis for much larger ad- 
ventures to the east and south. In 
Africa, Italy is imitating the same 
technique of bluff and threat in a bid 
for French colonies. In the Holy Land, 
itself, guerrilla warfare has broken out 
against a background of conflicting 
promises. 

Behind the mounting conflict lie the 
age-old causes of war: lust for power, 
prestige, colonial advantage. Empires 
struggle to be born, empires struggle 
to live, by dividing and re-dividing the 
rest of the world. The present struggle 
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the year, closing some $67 million 
higher, or 7 per cent. Time deposits, 
however, were $20 million lower (7 
per cent.). Treasury deposits in war 
loan accounts were reduced $27 mil- 
lion, down to $13 million. Interbank 
deposits increased $50 millions (24 per 
cent.) , $33 million of which Boston dis- 
trict banks passed on in turn to their 
own correspondents. 


First National Bank again led city 
of Boston banks in its 1938 profits 
rate; but all of the six Boston banks 
included in the Ratio Analysis had 


modest earnings rates. 


Merchants National Bank, National 
Shawmut Bank and National Rockland 
Bank showed splendid expansion in 
earning assets, and these banks as well 
as the Second National Bank all showed 
higher expansion in earning assets than 
in deposits for the year.’ Second Na- 
tional Bank and Merchants National 
continue to enjoy the best leverage on 
deposits and earning assets volume. 


PEACE? 


for dominance between the Great Pow- 
ers is in many ways a repetition of the 
struggle that resulted in the World War 
and the Treaty of Versailles. 

With such prospects, what are the 
grounds of hope for peace? First of 
all, there is a growing popular will for 
peace in all countries without exception. 
It is a will that must give every war 
making government pause. It is a will 
that can finally overcome the forces for 
war. Secondly, there is an increasing 
recognition that to end war means to 
root out the underlying causes of war. 
Hence there is greater recognition that 
military disarmament must be linked 
with economic disarmament and politi- 
cal security, that peace must be joined 
with justice: justice to weak countries 
and colonial peoples, as well as to 
Great Powers. Thirdly, there is still 
a faith that war is not inevitable, that 
the spread of war can be stopped by 
united action, that a new start in inter- 
national codperation is possible, despite 
the mistakes of the past. These are the 
main grounds of hope for peace. 
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«... and waste its sweetness on 
the desert air ”’ 


By Ricuarp H. WELLS 


Assistant Cashier, State-Planters Bank and Trust Company, Richmond, Virginia 


NE of the most potent factors in 
QO the promotion of any enterprise, 

product or individual is publicity. 
Emerson’s famous saying “If a man 
make a better mousetrap than his neigh- 
bor, though he build his house in the 
woods, the world will make a beaten 
path to his door,’ may be as true in 
1939 as it was when the words were 
penned. However, it is an undeniable 
fact that if the best mousetrap be prop- 
erly publicized, the world will not be 
content to beat a mere path to the door- 
way of its builder. It will construct a 
highway there—and railroad sidings, 
too. 


We are all more or less familiar with 
the publicity tactics employed by ad- 
vance agents of the tent shows; with 
the more subtle build-up practices used 
by theatres; with the sometimes senti- 
mental, often raucous and frequently 
sensuous press releases emanating from 
Hollywood when a new star or starring 
vehicle is launched. Even the Federal 
Government has proven itself no mean 
purveyor of ballyhoo in selling its New 
Dealistic wares to the voters. Do these 
practices produce results? Emphatic- 
ally yes! 


Americans’ Quick Opinions and 
Hasty Judgments 


The American people have an in- 
herent quality of forming quick opin- 
ions, passing hasty judgment. Opinions 
easily formed are just as easily changed. 
It is far from paradoxical, therefore, 
that the idol of today, if unsung, is 
hardly a memory of tomorrow. This 
holds true whether the idol be a home 
run champion, a radio clown, a wizard 
of finance or a cure-all cereal. The 
volatile taste of Americans is kept agi- 
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tated by a printed and spoken barrage 
of words fired through the media of 
newspapers, magazines, radio and other 
publicizing agencies. 

This leads to a fairly reasonable con- 
clusion summed up somewhat as fol- 
lows: The well-being and lasting quality 
of enterprises, products and individuals 
can be gauged with a fair degree of 
accuracy by the quality and quantity of 
publicity employed in their promotion. 
It is probably needless to add that the 
foregoing neither impliedly nor other- 
wise advocates the retention of bally- 
hoo artists by individuals. The man- 
ner of conduct in the presence of others 
is every man’s personal and private 
publicity agent. 

One of the outstanding cases illus- 
trative of the potency of publicity is a 
well known five cent soft drink. For 
many years this harmless concoction 
has_ withstood the competitive on- 
slaughts of hundreds of other beverages. 
Yet it remains supreme in the field of 
non-alcoholic beverages and has been 
the instrument responsible for many 
fortunes amassed by its manufacturers 
and distributors. Why? 

Without intending to detract from the 
effectiveness of its quality as a sales fac- 
tor, it is safe to assume that the big gun 
in this drink’s lasting popularity is the 
smart and continuous publicity policy 
of its management. 

It is no tax on one’s memory to re- 
call many poorly publicized products 
which have long since been relegated to 
limbo. Certain soaps, coffees, cigarettes, 
automobiles, services, summer resorts 
and even great corporations, no worse, 
often better than competitors still thriv- 
ing, have bid for the fickle hand of pub- 
lic favor. They were jilted and inevitably 
drawn into a Sargasso sea of forgotten 
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things, there to languish and die from 
lack of proper publicity vitamins. 

There are many who will say that the 
cases cited represented extremes. They 
do indeed and, therefore, serve to ex- 
emplify even more forcefully the po- 
tentialities of promotion in properly 
directed publicity efforts. It is possible 
io go on indefinitely citing cases where 
build-ups via both news and advertis- 
ing columns have developed and nur- 
tured the avid interest of the public. 
Let’s look at a few. 

What would happen to organized 
baseball if newspapers stopped print- 
ing interesting and intimate accounts 
of its games? To Community Funds 
or Chests if there were no further pub- 
licizing of their activities? To the Red 
Cross if it refused to release any stories 
to the press? To the publishing busi- 
ness if there were no more book reviews 
and to fireside chats if all radios were 
destroyed ? 


Value of Publicity to Banks 


If publicity is valuable in building 
good will for other forms of endeavor 
—and it most certainly is—then it 
should be doubly so for banks. As 
units—and as a system—banks are en- 
tirely dependent on the vagaries of the 
public, especially during times of eco- 
nomic stress. As units and as a system, 
in good times and in bad, they should 
capitalize every opportunity favorably 
to publicize themselves. In fact, they 
should be constantly searching for 
ways and means of doing just that. 

The extent to which the American 
banking system and individual banks 
can be favorably publicized is limited 
only by the amount of intelligence, im- 
agination and energy applied to the job 
by the bankers themselves. The same 
media employed in wooing public favor 
by other forms of endeavor are avail- 
able to the banks. Are these media 
being utilized in a manner conducive 
to: 


(1) Building good will among the 
masses ; 
(2) 

services? 
A recent frank 
general trend by Jesse F. Jones, chair- 


Creating a demand for bank 


observation of the 
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man of the Reconstruction Finance 
Corporation, to the effect that banking, 
to remain in private hands, must meet 
the credit needs of the country, par- 
tially answers this question. Far too 
many people hold to the opinion that 
banks are trying to hatch their money 
by sitting on it instead of employing it 
fruitfully in the channels of industry. 
Paradoxically, many of the same people 
in 1933 held the opposite view. The 
result of all this is the rendition of an 
awfully sour note in the banker’s pub- 
licity symphony. 

To those bankers who pooh-pooh the 
idea of publicity, and most of them do, 
a careful study of Webster’s definition 
of that word is recommended. It reads 
as follows: 


“Advertising; information designed 
to advance the interests of a place, per- 
son, cause, etc., usually appearing in 
public print.” That is a very interest- 
ing and enlightening definition. Take 
note of its key word which is “informa- 
tion.” 


There is a wealth of information in 
every bank which, if properly dispensed 
to the public, would redound to the 
bank’s credit. There is an unlimited 
supply of information covering the his- 
tory of our banking system which, if 
properly publicized, would go far to- 
ward creating a better public under- 
standing. 

Unfortunately, there is no open se- 
same to good bank publicity. We have 
no beautiful legs which we can parade 
across the front pages of the press. We 
have no bevy of tantalizing bathing 
beauties which make old men young 
and young men old. Nor do we have 
a fence-busting home-run king who 
keeps the turnstiles clicking. 

However, our commodity, money, for 
romantic appeal, acknowledges no peer, 
except, perhaps, love itself. If we 
smother this vibrant and living appeal 
with a deluge of colorless condensed 
statements of condition and with trite 
rehearsals of age, size and strength, 
then indeed must we stand self-indicted, 
self-sentenced. 

Every banker is under solemn obliga- 
tion to publicize informatively and 


favorably—(1) his own bank and (2) 
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A POLICY OF LONG STANDING 


y Is a traditional policy of the 


Chase National Bank to main- 
tain an effective correspondent 
bankservice. Supplying the needs 
of out-of-town institutions has 
been a dominant factor in its de- 
velopment as a world bank. 
Broaden customer service with 


Chase correspondent facilities. 


THE CHASE NATIONAL BANK 
OF THE CITY OF NEW YORK 
Member Federal Deposit Insurance Corporation 
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the American banking system. He must 
and should depend largely on advertis- 
ing space for which a fee is paid. How- 
ever, there is ample material available 
in banks, which, if properly presented, 
belongs in the news and editorial 
columns. 

The Pennsylvania Bankers Associa- 
tion is doing a splendid publicity job 
with its educational program in the 
schools of that state. The Ohio Bank- 
ers Association pioneered a publicity 
program which was well received and 
accomplished much good. These activ- 
ities offer concrete evidence of a dawn- 
ing realization on the part of some 
bankers of either the potentialities in 
or necessity for bank publicity. Bank 
publicity should not be aimed at the 
big borrowers, the big accounts, . the 
men you see at your club. They don’t 
need it. It’s a fatal mistake to judge 
public attitude toward banks by the 
opinions of such people. 


Appeal to the Average Man 


The bank publicity we want and need 
must be tuned to the average man, the 
little fellow. It must be human, in- 
teresting, understandable, romantic. It 
must be presented from his viewpoint 
rather than that of the bank; it must 
be in terms of “yours” not “ours.” In 
short, it must be designed for consump- 
tion by the voting masses. 

On the day that the bankers of 
America can truthfully say that they 
have succeeded in scaling the loftiest 
heights of public favor and esteem, they 
can sigh with relief as well as satisfac- 
tion. Because that day will mark the 
end of unwarranted political attacks 
and derogatory statements which for so 
many years have emanated from those 
who bid for the plaudits of the masses 
by impugning that which is of a doubt- 
ful popularity. 

Bankers, as a rule, are inclined to 
accept Emerson’s view as expressed in 
his famous mousetrap saying. On the 
other hand, Gray wrote an equally po- 
tent passage which, for the purpose of 
this discussion, is right down the alley. 
It goes like this: 
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Full many a gem of purest ray serene 

The dark, unfathomed caves of ocean bear. 
Full many a flower is born to blush unseen, 
And waste its sweetness on the desert air. 


If our business is sound, the truth 
about it well told will be of inestimable 
value. 

There are approximately 14,000 unit 
banks operating in this country, many 
of which are in direct competition 
with each other. Their standards of 
operation vary in astounding degrees. 
Their credit policies are marked by 
wide divergence. Interest rates, service 
charges, methods of account analysis, 
all differ. Their advertisements often 
carry conflicting statements. Small 
wonder, indeed, that the public mind 
is confused on banking. 

And where, if you please, is the 
banking Moses to lead 300,000 bank 
men and women into the promised land 
of public approval? As a matter of 
fact, the average banker shies from pub- 
lic statements, radio appearances and 
other indications of outspoken financial 
leadership with the dexterity of a hare 
eluding the Beagle hound. He shrouds 
himself in a cloak of quiescence and 
placidly bows his head to unwarranted 
criticism and unjust legislation. 


What to Do About It 


Is there anything that can be done 
about this situation? Yes. Indeed 
there is. The keynote of a desirable 
and much needed plan of action was 
sounded by John J. McCann, Jr., in 
his Yearbook Review published in the 


November issue of Banking. He wrote: 


The success achieved (in improving bank 
public relations) by many individual banks 
is encouraging, but the rounding out of 
public opinion will take form when and as 
all efforts are overlapped beginning with 
the single bank unit and extending through 
local, county, state and national groups. 
There are indications that this is gradually 
developing and will eventually produce a 
unified national pattern. 


But why wait for a haphazard de- 
velopment and a clumsy eventuality? 
Would it not be far better definitely to 
plan and skillfully execute a publicity 
campaign designed to acquaint the citi- 
zens with the important réle played by 
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our banks in the economic life of this 
country ? 

District and sub-district committees 
should be appointed for the purpose of 
disseminating truthful information 
about the American banking system. 
These committees should be directed by 
a central office staffed with men capable 
of dramatizing banking history and 
happenings. They. should pave the way 
for the presentation of movie shorts, 
radio skits, news stories and editorials. 
Such releases should be unified and na- 
tional in their scope. The goal of such 
a campaign should be so far reaching 
as to standardize in the public mind as 
sound certain banking fundamentals 
which are now considered nuisances. 

This is not a fantasy. It can be done 
as demonstrated by the insurance com- 


panies in selling physical examinations 
as a prerequisite for the acquisition of 
life insurance. Nothing could be more 
personal than a physical examination, 
yet the same man who submits to one 
without a murmur when applying for 
insurance, openly resents a few ques- 
tions put to him by his banker regard- 
ing his financial status. This is a simple 
illustration in a broad field filled with 
public misconceptions. 

A well-laid, well-directed plan for 
favorably publicizing the banks, 
visually and orally, is a possibility, a 
probability and an ever-increasing nec- 
essity. The time to do it is now, not 
during a period of financial stress. It 
should be done by the banks as a group. 
It will never be done effectively by the 
banks as competing units. 


Hopeiul view on international 
trade 


HE international effects of large 


movements of funds from the 

London to the New York money 
markets, of the Anglo-American trade 
agreement and of the restrictions placed 
on foreign lending by the United King- 
dom were discussed by Edwin Fisher, 
chairman of Barclays Bank, Limited, 
in his address at the 44th ordinary 
general meeting of the bank held in 
London, January 19. 

Pointing out that a considerable part 
of foreign balances held in interna- 
tional centers in recent years appears 
to be fugitive money seeking temporary 
security rather than profit, Mr. Fisher 
said that it was not surprising that the 
international crisis last September re- 
sulted in large transfers of these bal- 
ances from London to New York—a 
center far removed from the fears that 
overshadowed Europe. 

“The flow of funds to the United 
States has also been encouraged by the 
economic improvement in that country,” 
said Mr. Fisher. “In addition there 
has been a repatriation of balances to 
France, notably in recent months, as a 
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result of the initial success of the steps 
taken by the French Government to 
restore economic and financial equili- 
brium. At times last year the transfer 
of funds from the United Kingdom was 
reflected in a tightening of conditions 
in the London money market but, hav- 
ing regard to the magnitude of the out- 
flow, the fact that the market was only 
temporarily affected stresses the value 
of the new monetary technique evolved 
in recent years and the skill of the 
authorities in managing the situation 
during an abnormal period. 

“To the extent that the recent with- 
drawal of balances from London repre- 
sents a repatriation of money due to 
a revival of confidence in its country 
of origin, the movement is healthy; for 
any reduction in the volume of funds 
moving from one center to another for 
no other purpose than to seek a refuge 
from temporary uncertainty would 
eventually tend to improve the stability 
of the exchange and money markets of 
the world. Reasonable stability in ex- 
change quotations is a prerequisite to 
the satisfactory conduct of international 
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trade and the aim should be to main- 
tain conditions in which overseas busi- 
ness can be carried on without the risks. 
attaching to frequent wide movements 
in the relative values of currencies. 
Recent experience has shown that if 
the withdrawal of funds assumes large 
proportions and the pressure on the 
currency is insistent, a certain disloca- 
tion is inevitably caused. It was in 
anticipation of a development of this 
kind that gold was accumulated here 
through the exchange equalization 
account and the fact that the account 
has had to dispose of substantial quanti- 
ties of gold indicates the wisdom of the: 
step taken to provide for such an even- 
tuality. The persistent pressure on 
Sterling has caused the authorities to: 
increase the amount of gold held by the: 
exchange equalization account.” 

The mobilization of a large sum in 
gold to be used in case of need in de- 
fense of Sterling, added to such stores 
of gold as were still held by the ex- 
change equalization account, Mr. Fisher 
pointed out, indicates the extent of the 
support available to uphold the external 
value of the currency. 


“The signing of the Anglo-American 
trade agreement,” Mr. Fisher declared, 
“was no ordinary achievement, for- 
apart from the benefits which must 
surely accrue as an immediate and di- 
rect result of the agreement, it would 
have a far reaching influence wide in 
its scope and possessing infinite possi- 
bilities. That agreement, made between 
the two largest trading nations in the- 
world, came into being, fortunately, 
when economic conditions in the United 
States were showing signs of improve- 
ment. It was made possible with the 
help of the Dominions and India who 
in order to facilitate the negotiations 
were willing to forego certain of the 
advantages to which they were entitled 
under the Ottawa agreements. It was 
a great contribution towards freer 
world trade. Reducing many duties it 
raised none and it demonstrated what 
could be accomplished when two coun- 
tries made up their minds to negotiate 
and solve difficult problems to their 
mutual benefit.” 
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THE MANAGEMENT OF DEBT 


The biggest blind spot in our economic thinking 


By WALTER voN TRESCKOW 
President, Young & Ottley, Inc. 


O me—debt is the core of the capi- 

talistic system. Its management 

has grown to be the central problem 
of both economic and political govern- 
ment. 

The fact that debt is the core of the 
capitalistic system has not yet been 
fully recognized. The understanding of 
the problems involved in the manage- 
ment of debt is the biggest blind spot 
in our economic thinking and knowl- 
edge. 

In examining economic literature we 
find that of the thousands of books 
which have been written on economics 
since Adam Smith published “The 
“Wealth of Nations’—only about a half 
dozen deal with debt as the major sub- 
ject. Except for these few—whenever 
debt is mentioned at all—it is dealt with 
in a sketchy way—as though it were 
a minor subject. Yet hundreds of 
books feature credit as though our 
whole economic system rested on credit. 

If we define credit as the ability to 
go into debt—some interesting conclu- 
sions can be drawn. One conclusion 
is that the whole capitalistic system 
rests on a consistent expansion of credit. 
In view of the fact that credit is merely 
the ability to go into debt this is really 
a rather startling conclusion. Another 
conclusion is that the benefits from 
increasing debt are so extensive and 
obvious that there is no need to ques- 
tion them at all. Both of these con- 
clusions demonstrate the blind spot in 
our thinking about the management of 
our economy. 

The last twenty-five years of our his- 
tory prove the importance of debts in 
its effects on all of us. 

Debt was the main mechanical tool 


used to take us out of the last depres- 
sion. 


Its collapse from 1929 to 1932 
brought us the deepest depression we 
have ever had. 

Its vast expansion from 1916 to 1929 
brought us the greatest era of pros- 
perity we have ever enjoyed. 

However—only in the last six years 
has debt been consciously used as a 
tool of Government in this country. 
Only since 1932 has there been any 
attempt to deal with the problem on a 
national scale. 

Another way of illustrating the sig- 
nificance and all-pervasiveness of debt 
in our modern economy is by compar- 
ing the 300 billions estimated total of 
our national wealth in 1937 with the 
total of all debt outstanding. 

This 300 billion includes all our 
farms, villages and cities, our railroads, 
factories and equipment; our auto- 


WALTER VON TRESCKOW 


THE BANKERS MAGAZINE for February, 1939 





mobiles and personalty, our gold and 
silver, all our tangible property. 

Yet this estimate omits the huge clas- 
sification of what is considered to be 
wealth by every one of us, namely some 
250 billions of debt. . 250 billions owed 
and in the form of accounts receivable 
—loans by banks; mortgages held; 
bonds we own; wealth that we carry as 
assets on our balance sheets. 

Two inferences might be made from 
these estimates. One is—that we have 
a 250 billion mortgage on a property 
worth 300 billions. The second is that 
our national wealth is really 550 bil- 
lions instead of 300 billions. Probably 
our actual total national wealth lies 
somewhere between 300 and 500 billion 
dollars. 

All thought and action in connection 
with our national problems must of 
necessity suffer—if the debt factor is 
not clearly recognized. The figures are 
so large as to be almost incomprehen- 
sible. But the uses that the major part 
of this debt is put to are very under- 
standable and very close to everyone. 

It can be said that there are two great 
mechanical differences between the 
civilizations of antiquity and our mod- 
ern times. 

One is the development of mechani- 
cal energy by steam and electricity. The 
other is the utilization of debt for pur- 
poses of social security and the carry- 
ing on of life. 

Four great advances have been made 
in the utilization of debt since the 
Roman era: 


(1) In Banking: We use debt as 
money and our whole system of liv- 
ing today is only possible by this use 
of debt. (2) In Insurance: We use 
debt to protect ourselves against the 
losses that nature visits on us and 
are inherent in life. The hope of pro- 
viding for wife, children and depend- 
ents after our death is made possible 
by the utilization of debt. (3) In 
Savings: We use debt to provide 
against the rainy day and incom- 
petence in old age in the form of a 
savings account or bonds. (4) In In- 
stallment Buying: We use debt to 
bring luxuries beyond the riches of 
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ancient kings to the man in the street 
and make them every day necessities. 


Examining more closely the utiliza- 
tion of debt in commercial banking, in- 
surance and savings, we find that all 
of us consider the deposits which we 
have in the bank as money. 

There are about 60 billions of de- 
posits in the United States today. Ac- 
tual money in circulation—that is bills 
and coins—are only 7 billions. About 
90 per cent. of what we consider money 
is in the form of deposits. In looking 
at the assets that the banks have for 
their deposits—we find that 50 billions 
are made up of bonds, loans, and mort- 
gages—all evidences of debt. 

So we may say for all practical pur- 
poses that we use debt as money and 
that the present economic structure 
cannot function without it. 

In no other way could we carry on 
the hundreds of billions of transactions 
which make up a year’s business in the 
United States. There is not enough 
gold and silver in the world to do it 
with. The majority of business and 
commercial transactions are settled by 
checks. Checks are only instructions 
to a bank to transfer on their books a 
participating ownership in debt. 

Debt has circulated as the equivalent 
of money since antiquity. Babylonian 
clay tablets give evidence to such use 
of debt. Ancients signed notes to pay 
sums 30 to 60 days from date and those 
agreements to pay were bought and. sold. 

The real step forward in the utiliza- 
tion of debt as money came with the 
founding of the Bank of England in 
1694. It is the most important date 
in modern monetary history. 

Like many other dating points in 
human progress—an historic incident 
in no way related to the final result 
started the chain of events. 

Due to the wars carried on by Wil- 
liam and Mary with Louis XIV—the 
English Government needed to borrow 
money. With the loan of 1,200,000 
pounds to William and Mary went the 
privilege of founding “The Governors 
and Company of the Bank of England.” 
The capital of the bank consisted of 
this loan to the sovereigns. 
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Its capital was thus Government debt. 
Then the Bank of England issued its 
own notes to a greater amount than the 
Government owed the bank. To be sure 
—not payable in 30 days—but any time 
on demand. These promises to pay— 
called bank notes—have ever since then 
circulated from hand to hand equivalent 
to gold and silver. These Bank of Eng- 
land notes were the forebears of the 
dollar bills which you carry right now 
in your pocket. 

The founding of the Bank of England 
inaugurated the great development of 
commercial debt to banks in the form 
of loans. These bank loans reached a 
peak of 42 billions in the United States 
in 1929. Today they total more than 
20 billions. 

A century and a half after the 
founding of the Bank of England— 
about 100 years ago—we see the first 
signs of the bond as we know it today. 
There are at present probably $100 bil- 
lions of bonds outstanding in the 


United States. 
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BRANCHES IN PRINCIPAL CITIES 


From this short resumé it may be 
seen how important debt is to the money 
of the individual and how the safety of 
deposits, from a national standpoint, 
rests on a clear understanding of debt 
and a sound policy for its administra- 
tion. 

Our debt expansion over the last 250 
years took place almost entirely through 
the banking system. Hence banks are 
called our credit reservoirs. The main 
function of banks apparently is to ex- 
pand debt prudently. 


Because debt expansion is necessary 
as a foundation for what we call pros- 
perity—the sound banker and sound 
banks are among the greatest assets 
of the community and serve one of 
the most necessary functions in the 
economic system. But the bankers 
cannot make their important con- 
tribution effectively unless their func- 
tion is clearly recognized by us indi- 
vidually as well as by our Government 
authorities. 
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Insurance 


Insurance of all kinds—life insurance 
especially—received its big impetus in 
England within the 50 to 75 years fol- 
lowing the founding of the Bank of 
England. In the United States it has 
grown to a point where life insurance 
companies alone today own more than 
18 billions of debt in the form of mort- 
gages and bonds. More than 50 per 
cent. of all insurance assets are debt. 


Savings 


In 1810 another British subject—this 
time in Scotland—the Reverend Henry 
Duncan of Ruthwell—with $750 started 
another of the large utilizations of debt 
for social purposes. He founded the 
first savings bank. It started as a 
philanthropic effort to provide a safe 
place for the penny savings of the 
masses. Today in the United States, 
savings deposits are more than twenty 
billions and practically all of it is in- 
vested in debt. 

Surveying the factors that make for 
increasing debt in the community we 
find: (1) A general desire for all of 
(2) Bankers 


us to have more money. 
in the extension of loans and wanting 


to increase their business. (3) The 
500,000 “insurance producers” who 
preach protection and social security. 
(4) The thousands of savings banks 
and trust companies encouraging the 
natural instinct of the race not to spend 
all you earn and to save something for 
the rainy day; a doctrine preached in 
the family, in the church, and by lead- 
ers in the community. (5) The great 
amount of advertising that whets our 
appetites for the machinery that is go- 
ing into the home to increase human 
comforts, automobiles, radios, washing 
machines, electric refrigerators, and oil 
burners, etc. 


Every one of us would like more of 
the things mentioned—which in the end 
demonstrates how much all of us be- 
lieve in expanding debt and how much 
we rely on it in our every day life to 
provide us comforts and the satisfac- 
tion of our desires. 

It would seem then that as a nation 
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all we have to do to get these things is 
to increase our debt. This is true with 
the one important proviso—that the 
carrying charges of the new debt can 
be met continuously. 


What’s Ahead? 


What’s ahead? Our future in terms 
of this sort of debt expansion naturally 
is of considerable present interest to 
everyone. 

One view of debt today is that it is 
merely a capitalization of a lien on in- 
come. A $30.00 per year lien of that 
kind in the form of a high-grade bond 
today sells for $1000. 


If debt is looked upon as a lien on 
income—it is necessary that we look 
at all prior liens on income and at the 
amount of income available. 

On a national scale the total quantity 
of debt outstanding in the United States 
can only be estimated. $168 billions 
are easily traceable as follows: $50 
billions of corporate debt; $53 billions 
of governmental debt; $30 billions of 
bank loans and amounts owing to cor- 
porations; and $35 billions of mortgage 
debt. The Twentieth Century Fund re- 
cently made an estimate of $250 bil- 
lion which includes all other items in 
addition to these. 

The great growth of the American 
debt structure has taken place since 
1916. From 1916 to 1929 it grew 
about 400 per cent. and made possible 
the great rise in the American standard 
of living. 

It is today at about the same level 
as it was in 1929 but with this tre- 
mendous difference—that in 1929 this 
debt was a lien on a national income 
of $84 billions and today it is a lien 
on a national income of only $60 bil- 
lions. And today this income must be 
shared by 5 millions more people. Our 
per capita income in 1937 was estimated 
to be but $523 as against $652 in 1929. 

The interest charge on this debt how- 
ever is not the first lien—as it is thought 
to be—on national, corporate, or indi- 
vidual income. Food, clothing, shelter, 
and wages are the first lien. Taxes are 
the second lien on income—and here 
another great change has taken place. 
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risks without cost to you. 


Danger of monetary loss is only one of the risks involved in 
the death of a personal loan borrower with an unpaid balance 
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operate. Rather it adds to the personal loan department’s 
revenue. And the resultant good will is pure “velvet.” 

Old Republic is a legal reserve, old line life insurance com- 
pany. It is the pioneer in adapting credit life insurance to the 
needs of commercial banks with personal loan departments. 
Write for complete details. 
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Life Insurance Company 
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In 1902—all taxes in the nation 
were less than $2 billions. 

In 1916—they were less than $4 
billions, 

In 1932—they were $8 billions. 

In 1937—they were $13 billions. 


Interest on all debt is really then a 
sort of third mortgage on income—as 
against the common conception of it 
being a first mortgage. Since 1932 that 
mortgage has deteriorated because an 
additional prior tax lien of $5 billions 
per year must be paid. It is estimated 
that the tax laws presently on our books 
and the indicated general tax trend will 
increase this prior tax lien another 
$5 billions in the next decade—increas- 
ing taxation to $18 billions per year 
—as against $8 billions in 1932. 

Wages also have been increased as 
a matter of Government policy. So it 
is quite natural that the third mortgage 
—interest on the private debt—has de- 
deteriorated considerably and will con- 
tinue to deteriorate further because 
wage increases by Government regula- 
tion, relief, and Social Security all meet 
with the approval of the majority of 
American voters. 

The ability to meet interest charges 
on debt can be destroyed in three 
ways: 

1. By increasing debt too rapidly. 
This form of deterioration took place 
from 1916-29. The increase was 400 
per cent. in this period. 

2. By a lowering of income. From 
1929 to 1932 national income dropped 
from $84 billions to $39 billions. 

3. By increasing wages and increas- 
ing taxes. Since 1932 taxation has in- 


creased by $5 billions. 


It is clear from the foregoing that 
one-half of what we call ‘‘wealth’’— 
our debt structure—is jeopardized 
seriously as long as national income 
remains at present levels and taxation 
continues to increase. 


It has been said on high authority 
that a real increase in national income 
can only result from a renewed activity 
by the capital goods industries—which 
means the building of homes, construc- 
tion by public utilities, buying on the 
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part of railroads, and capital expendi- 
tures by all other industries. 

It seems established that the differ- 
ence between depression and prosperity 
is the difference between inactivity and 
activity by the durable and semi-durable 
goods industries. (The semi-durable 
goods industries are the automobile, 
radio, washing machine, oil-burner and 
refrigerator industries. ) 

It is also a fact that large amounts 
of new debt must be created, in the 
form of mortgages, bonds, and instal- 
ment paper—in order to build new 
homes, new utility plants and to pur- 
chase the automobiles, radios and re- 
frigerators required for prosperity. 

Naturally there has been considerable 
hesitancy on the part of many organiza- 
tions and individuals to go further into 
debt for capital—or any other purposes. 
And there has been hesitancy on the 
part of those who purchase the liens 
on income—because our national and 
local governments have been increasing 
taxation so fast (and plan to continue 
to do so) that it may be difficult for 
even the best borrowers to meet the 
carrying charges on the debts they have 
already incurred—much less think of 
any increase! 

Our national Government is cognizant 
to a considerable degree of the fact 
that debt must be increased in order 
to have prosperity and through Jesse 
Jones, head of the R. F. C., has en- 
deavored to push bankers to’ make loans 
and increase debt. He has even sug- 
gested that the Government would be 
forced to make loans if the banks do 
not make them. 


The reply of the bankers, which has 
been well buttressed with facts, has 
been that they would be glad to have 
anyone go into debt by borrowing from 
them. In fact they can not prosper un- 
less they can find new debt. But such 
new debt must be able to meet its carry- 
ing charges and such new debts must 
stand a good chance of being repaid. 

Decreased national income and _ in- 
creased taxation are largely respon- 
sible for the greatly reduced number 
of acceptable credit risk corporations 
and individuals that care to go into 


debt. 
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Historically the growth of all kinds 
of debt and its management has been 
largely the function of bankers. It is 
their business. The excesses of debt 
creation in the 1920’s and the subse- 
quent collapse which took bank deposits 
from $58 billions in 1929 to less than 
$40 billions in 1932 and was accom- 
panied by the permanent closing of 
many thousands of our banks, have 
been a chastening experience to bank- 
ers and apparently are not to be re- 
peated by them at this time even under 
Government pressure. 

To do so again would endanger nine- 
tenths of what we consider money—our 
deposit structure. As a matter of na- 
tional policy it would seem to be bet- 
ter to bring about conditions that can 
make possible the growth of debt and 
regulate bankers so that they do not 
go too far—rather than to force loans 
against their better judgment. 

The Federal Reserve System was 
really created to be a governor of the 
expansion of debt and to cushion the 
shocks to the whole economic system 
in the case of over-expansion. It has 
theoretically almost absolute power over 
contraction and expansion. It has done 
all it can do to stimulate expansion of 
debt. But its efforts have been nullified 
to a considerable degree by other poli- 
cies of the Government. This process 
has gone so far that today the Federal 
Reserve System has lost much of its 
effective control of our debt structure. 

Jerome Frank—a member of the Se- 
curities Exchange Commission—made a 
suggestion for the solution of our debt 
problem in a speech in Kansas City a 
while ago—suggesting that we had too 
much of it and hence corporate financ- 
ing should be done with stocks. 

While he is correct in his suggestion 
that we have too much debt today—we 
can only have too much in relation to 
our ability to meet its carrying charges. 

David Cushman Coyle—consulting 
engineer of the National Resources 
Committee—has advanced the theory 
that “savings make a rainy day” be- 


cause savings can only be made through 
the creation of debt. 

One of the conclusions to be drawn 
from this theory is that we should not 
save because we cannot carry the debt. 
This thought seems to deal with the 
readily discernible symptoms of our 
trouble during the last decade, without 
a thorough analysis of the underlying 
cause. It leads Mr. Coyle to make a 
statement which is obviously against the 
savings instinct of mankind and in vio- 
lation of concepts that have been found 
sound in the experience of the race 
through many centuries. 


To Summarize 


Some of the most necessary institu- 
tions of our life today and the most 
cherished advances in our civilization 
have been brought about through the 
utilization of debt. 

Prosperity depends on the mainte- 
nance of the present debt structure and 
the expansion of sound debt. 

Private debt has not been normally 
expanded since 1932. 

Rapid and large increases in taxa- 
tion threaten not only the present stand- 
ard of living—but also destroy the 
chance of an improving standard of liv- 
ing—because they destroy private debt 
as well as the possibility of its expan- 
sion. 

I recommend: 


1. That schools—like the Harvard 
Business School—and the departments 
of economics of our colleges and uni- 
versities devote themselves to a widen- 
ing of our understanding of this 
problem which has many ramifications 
not even touched upon in this discus- 
sion. 

2. That the Government of the 
United States through the Congress 
appoint a group—charged with the 
responsibility of providing it with the 
true picture of the significance of 
debt and of making practical recom- 
mendations for ‘‘action which re- 
tains the human touch.”’ 
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this book 
was written 


INCREASING PERSONAL LOAN BUSINESS 
by R. E. DOAN and G. F. FOLEY 
Price $2.50 


greater possibilities than have hitherto 
been realized. Mr. Doan and Mr. Foley 
recognize the human features of this department 
. Practical Operating Suggestions in its possibilities for service to the worthwhile 
citizens of the community but they have gone 
further in their investigation of the country’s 
successful Small Loan Departments to answer 
. Introduction to “THE the questions: How May Profits Be Increased? 
DENVER PLAN” How May Services Be Broadened? How May 
. DENVER PLAN and Large Its Facilities Be Extended to Serve Business 
Department Stores Firms as Well as the Individual? 


The Chapters ep Personal Loan ‘Department has far 


. Who Borrows. Why They 
Borrow 


. Advertising Personal Loan 
Department 


. DENVER PLAN and Small Besides these questions the authors as 

Retailers, Professions originators of the now famous “DENVER 
PLAN” present their experiences and set forth 
for the first time the entire operation of this plan 
which assists retail merchants to liquidate their 
. FHA Mortgage Loans delinquent accounts. 


. Systematizing FHA Moderniza- 
tion Loans 


May we send you on 10 days’ approval a copy of 
INCREASING PERSONAL LOAN BUSINESS? 


BANKERS PUBLISHING COMPANY 
465 Main Street - Cambridge, Massachusetts 
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Serving the American exporter 


How the foreign department can help those 
seeking foreign outlets for trade 


By Henry F. KoLier 


XPORTING in its best years always 
presented a problem or two, but 
the rising tide of foreign exchange 

restrictions now harassing international 
trade has made the business of the 
American exporter one involving a 
zreat deal of highly detailed and tech- 
uical knowledge plus the ability to 
wrangle politely and wait patiently. 
Having their origin in Germany, during 
the past few years these regulations have 
spread like wild-fire throughout Europe. 
Asia, and more recently South America. 
They were imposed at first by a com- 
paratively few countries whose economic 
plight lead them to attempt by artificial 
means to insure a favorable balance of 
trade by limiting imports to a figure 
under that of their exports. The gen- 
eral result was, of course, that other 
countries were forced to adopt the same 
system in self protection and interna- 
tional trade declined. More specifically, 
from the American exporter’s point of 
view, a headache of official red tape 
developed. 

South America at present offers the 
most convenient example of trade re- 
strictions and it is the purpose of this 
article to describe these as far as they 
concern banking and to point out the 
numerous ways in which banks give aid 
to their clients who export to South 
American countries. 

The problem begins with the would-be 
foreign importer and his government. 
Whether it is a gross of flat irons or a 
case of canned goods he is ordering from 
abroad the importer must first set about 
securing an import license. The foreign 
importer must send to his central bank 
a currency deposit and secure his docu- 
ments for the clearance of the merchan- 
dise. The local bank collecting the ac- 
count must also fill out a form giving 
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data on the American bank and the 
merchandise and send this form to the 
central bank. The central bank, having 
secured all this information, approves 
or rejects the application for any rea- 
son it sees fit. Assuming, however, that 
permission is granted, if foreign ex- 
change is available it is supplied to the 
collecting bank which remits it abroad. 
But if exchange is not available, the 
control authorities will place the appli- 
cation on file and it must wait its turn 
to be filled. All these steps are gone 
through in practically all our southern 
neighbors at the present time. 

Another important factor to be con- 
sidered is timing. In many of the coun- 
tries there is a definite time limit for 
the import license, and should the goods 
arrive after that time, they cannot be 
brought into the country. Failure of 
the importer to present proper docu- 
mentation before the permit expires re- 
sults in his having to go through the 
steps of application all over again and 
his turn before the authorities is lost, 
with consequent delay in ultimate pay- 
ment of the collection. On the other 
hand, if, as often happens, the import 
license has not been secured before the 
goods arrive, the merchandise may not 
be admitted to the country unless it is 
classified on a preferential list of neces- 
sities, and then only after much red 
tape. 

Into this maelstrom the 
banks have been thrown by their 
American clients attempting to expand 
export business because of the low con- 
dition of the home markets. While pros- 
perity exists at home the American 
business man may be content to do a 
domestic business, but let this market 
really go into a slump and he feels that 
the export trade must be cultivated and 
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American 





that foreign customers are just waiting 
with open arms to accept his products. 
But if payment is not received promptly 
from abroad, then the banks are blamed. 
By years of experience, however, the 
banks have developed methods of ren- 
dering the most efficient service and 
guidance possible to exporters. 


Handling the Import License 


One great difficulty has been over- 
come by requesting the importer to for- 
ward the import license granted to the 
American firm, which will return it as 
part of the required documents attached 
to the draft for collection. The ship- 
per is protected inasmuch as he at least 
knows the goods will be admitted if 
shipped in time. On the other hand if 
they are not cleared promptly by the 
buyer, the correspondent bank can ware- 
house and dispose of them upon pro- 
duction of this license. 

American banks have further assisted 
their customers, by securing through 
various sources information regarding 
the regulations, decrees, restrictions and 
merchandise for imports and in placing 
this data before their clients, so that 
they may be in a position to determine 
if the orders should be filled, the length 
of time to be allowed for the payment 
to be received, and the price required 
to yield them sufficient profit, taking 
into consideration the then known 
factors. 

To correct the laxity on the part of 
the importers in lodging the documents 
promptly, a tracing system for all out- 
standing collections, based upon actual 
transit time between the two points, 
must be set up. Tracers are dispatched 
as follow-ups for the provisional de- 
posits and for advises regarding ex- 
change permits. These are usually sent 
airmail so that the American firm has 
at all times a clear picture of the situa- 
tion in regard to its customer accounts 
abroad. If local currency deposits are 
gotten the exporters generally consider 
the item paid in so far as future ship- 
ments are concerned and additional or- 
ders are then filled. ° 

Another advantage is that the bark 
reviews all the collections sent to a 
particular correspondent, and if pay- 
ments are not received rapidly calls 
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attention to this fact with a hint of 
sending their collection business else- 
where. However, it must be borne in 
mind that some South American im- 
porters are not apt to pay the first time 
they see the item presented but will 
set up all sorts of excuses for delaying 
the presentation of documents. Where 
funds are blocked with little or no pos- 
sibility of early reimbursement it is 
sometimes possible to arrange for ex- 
porters and importers to the same coun- 
try to offset their shipments so that each 
will be reimbursed promptly.. This 
form of arbitrage is now dying out due 
to more exacting regulations, but was 
popular for some time. 

Where governmental decrees pre- 
clude easy exchange grants, the export- 
ers can be assisted by the establishment 
of the commercial letter of credit. If 
this is confirmed, he can, after payment, 
completely forget about the shipment. 
Many exporters still deal on open ac- 
count and draw at designated times 
upon their customers sending the drafts 
direct for payment.- While this system 
operated well enough in prosperous 
times and may save the bank’s collec- 
tion fees, the exporters lose their only 
assistance in collecting the drafts when 
the accounts become iarge and many 
drafts are outstanding. When they ap- 
peal for help to the banks, little or no 
remedy can be suggested, since the col- 
lection was never handled by the bank. 
It is much better to educate the export- 
ers to use the collection facilities and 
attempt to collect the charges from the 
drawees or figure the cost in their for- 
eign price quotations. For the work 
involved in training personnel to handle 
these items, checking up on correspond- 
ents, rendering reports on the outstand- 
ing collections, the fees charged are 
indeed small—usually 14 per cent. This 
aspect of the foreign services will soon 
come up for discussion as to why the 
charges should not be raised commen- 
surate with the work involved. Then 
the usual cry from the exporters will 
be heard that the banks are exhorbitant 
in their fees. 


Foreign Collections 


For the correct handling of foreign 
collections it is necessary to have a 
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EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 
McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 


Forty-Two Broadway, 


completely equipped, adequately staffed, 
and fully trained personnel. Probably 
in no other division of the bank is it 
so essential that the personnel be cog- 
nizant of all the factors involved. They 
must possess a complete knowledge of 
what is required in any given country 
detailed forms and advices, regula- 
tions, steamer sailings, airmail, foreign 
bank charges, and a host of other 
details. 

Protest fees being exhorbitant in for- 
eign lands and causing the customer 
whose bill goes to protest to lose his 
credit standing, this remedy is not gen- 
erally employed except as a last resort. 
When clients request protest on a bill, 
it is wise to point out the charges in- 
volved, especially if the bill is of a 
small amount. 

Collection charges of correspondents 
must be secured and recorded so that 
customers can be given this informa- 
tion, for many times these fees are 
added to the prices or shown on the in- 
voices. As a necessary adjunct to for- 
eign collection and general foreign 
department facilities, a foreign credit 
department should be _ established, 
where periodic checking of foreign cus- 
tomers for the domestic clients may be 
secured. Not only should the individual 
files be set up as in the domestic credit 
department, containing statements, re- 
ports and balance sheets, but also a 
separate file or card system should be 
maintained showing the customers of 
certain commodities so a cross reference 
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can be readily made for those custom- 
ers anxious to contact dealers in speci- 
fied merchandise. 


Getting New Business 


New business for the department can 
only be obtained by advertising the fa- 
cilities at the disposal of the customers 
and urging them to take advantage of 
the bank’s services, or through personal 
solicitation. The latter method is pre- 
ferable, for each exporter has a differ- 
ent type commodity and problem in 
connection with his shipment and only 
those versed in the foreign trade angle 
should be solicitors. Another angle 
can be obtained by calling upon freight 
brokers with whom the bank sometimes 
deals in entering merchandise for their 
clients. These brokers invariably have 
opportunities of sending collections to 
various banks and will give the items 
to the one showing the best results. The 
wider and better the selection of foreign 
correspondents and the more foreign 
currency actively dealt in the more 
likely will an exporter be to make use 
of a bank. The foreign department has 
always secured adidtional accounts for 
the banking department for customers 
who use the former’s facilities; also it 
strengthens the ties of the banking de- 
partment’s customers who have used 
the domestic facilities and through the 
establishment of lines of credit appli- 
cable to both domestic and foreign 
transactions. 
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The Comptroller of the 
Currency reports 


HE text of the seventy-sixth annual 

report of the Comptroller of the 

Currency was reléaséd last month 
by Comptroller Preston Delano. He 
reported that on September 28, 1938 
there were 5245 national banks with 
total deposits of $27,103,881,000 and a 
total capital structure of $3,305,575,- 
000. On the same date total assets were 
$30,718,522,000. 

There were eight charters issued dur- 
ing the annual report year, seven of 
which were the result of conversions of 
state banks, and one national bank was 
organized for the purpose of acquiring 
the business of a liquidating national 
bank. There were no primary charters 
issued for national banks during the 
year ended October 31, 1938. 

There was one actual failure of a 
national bank with deposits of $36,118 
during the reporting year. Receivers, 
however, were appointed for two other 
national banks, one for the purpose of 
completing unfinished business and the 
other to reopen a_ receivership, the 
affairs of which had been closed during 
the year ended October 31, 1933. 

During the year, 365 insolvent na- 
tional banks, including 1 resulting from 
the reopening of a receivership, were 
completely liquidated and finally 
closed. As of October 31, 1938, there 
remained 520 insolvent national banks 
still in process of liquidation. 

During the year ended October 31, 
1938, preferred stock of an aggregate 
par value of $30,699,114 was retired 
by 941 national banks. Coincident with 
these retirements of preferred stock, the 
common capital was increased $21.,- 
310,626, and new or additional pre- 
ferred stock in the aggregate sum of 
$1,586,600 was issued. Of the total 
preferred stock issued, under the act 
of March 9, 1933, as amended, by 2270 
national banks, involving $565,832,150, 
there has been retired $297,336,584, or 
52.6 per cent. During the year 5 banks 
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decreased the aggregate par value of 
their preferred stock in the amount of 
$597,590. As of October 31, 1938, 
there was outstanding in 1764 national 
banks preferred stock with an aggre- 
gate par value of $260,893,726, which 
includes $1,173,133 in 22 banks which 
were in voluntary liquidation or in re- 
ceivership. 

Consolidated figures taken from the 
earnings and dividends reports of all 
national banks covering the year ended 
June 30, 1938, show gross operatin: 
earnings of $850,551,000 and operating 
expenses of $585,882,000, resulting in 
net earnings from operations of $264.- 
669,000, which is a decrease of $4,677 - 
000 from the amount reported as net 
earnings from operations in the year 
ended June 30, 1937. Recoveries on 
losses charged off and profits on secu- 
rities sold amounted to $161,742,000. 
After deducting the losses charged off, 
which amounted to $217,988,000, froin 
the total of net earnings from opera- 
tions and recoveries on losses and 
profits on securities sold, amounting to 
$426,411,000, there remains a net profit 
before dividends of $208,423,000, which 
is $78,138,000 less than the amount re- 
ported for the year ended June 30, 1937. 
Dividends paid on preferred and com- 
mon stock amounted to $143,740,000. 
which is $9,735,000 less than the total 
dividends paid during the previous year. 

To meet what was thought to be a 
need for greater uniformity in examin- 
ing methods among the various super- 
visory agencies, the Comptroller’s office 
cooperated with the Board of Gover- 
nors of the Federal Reserve System 
and the directors of the Federal Deposit 
Insurance Corporation in developing a 
revised procedure for classfying assets 
and valuing investments in reports of 
examinations. Since the revised method 
was put into effect on September 15, 
1938, it is, as yet, too soon to evaluate 
the practical result. 
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Trust Activities 


Of the 1905 national banks author- 
ized to exercise trust powers, 1543 were, 
on June 30, 1938, administering 135,655 
individual trusts with assets aggregat- 
ing $9,419,017,042. Seven: hundred and 
eighty-seven national banks were ad- 
ministering 17,109 corporate trusts and 
were acting as trustee for note and 
bond issues amounting to $10,218,406,- 
672. The gross earnings from trust 
activities for the year ended June 30, 
1938, amounted to $33,447,000, which 
is a reduction of $44,700 from the 
amount reported for the previous year. 


National Bank Notes Outstanding 


There were, as of July 1, 1938, $220.- 
687,930 in national bank notes still 
outstanding. 


Retirement System 


As of October 31, 1938, there were 
775 active members of the. retirement 
system for national bank examiners, 
assistant examiftiers, and clerks. Seven 
individuals have been retired since the 
establishment of the system on June 1, 
1936, and a total of $9,523.22 has been 
paid in retirement benefits to date. No 
death benefits were paid during the past 
year. The assets of the system as of 
October 31, 1938, are as follows: 


Treasurér’s account $102,899.77 

U. S. Government bonds .. 1,242,700.00 

Unamortized premiums 
paid 


Accounts receivable 


10,447.00 
7.50 


$1,356,054.27 


Suggestions for Legislation 


The Farm Credit Administration has 
jurisdiction over the Federally chartered 
credit unions. The Comptroller of the 
Currency has jurisdiction over credit 
unions chartered under the Code of 
Law for the District of Columbia. It 
is suggested that consideration be given 
to the transfer of the jurisdiction of 
credit unions chartered under the Code 
of Law for the District of Columbia to 
the Farm Credit Administration. 

The Federal Home Loan Bank Board 
has jurisdiction over the Federally 
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chartered savings and loan associations. 
The Comptroller of the Currency has 
jurisdiction over building and loan as- 
sociations chartered under the Code of 
Law for the District of Columbia. It 
is suggested that consideration be given 
to the transfer of the jurisdiction over 
building and loan associations chartered 
under the Code of Law for the District 
of Columbia to the Federal Home Loan 
Bank Board. 

It is suggested that consideration be 
given to the clarification of sections 
5199 and 5204 of the Revised Statutes, 
relating to the payment of dividends on 
the shares of common stock of national 
banks, and to the possibility of amend- 
ment to permit declaration of dividends 
quarterly rather than semiannually. 

In some localities national banks are 
leaving the national banking system be- 
cause they are required by the national 
banking laws to have considerably 
greater capital in order to establish 
branches than are state banks compet- 
ing with them in the same state. It is 
suggested that consideration be given to 
placing national banks on a basis of 
competitive equality with state banks 
in the same state in the matter of capi- 
tal requirements for the establishment 
of branches. 


National Banks in the Trust Field 


The extent of the development of 
fiduciary activities by national banks 
was revealed by statistics compiled for 
the fiscal year ended June 30, 1938, 
which reflected that 1905 of these in- 
stitutions had authority to exercise trust 
powers, with a combined capital of 
$1,293,638,494, and banking assets of 
$25,986,953,015, representing 36.30 per 
cent. of the number, 82.01 per cent. of 
the capital, and 85.52 per cent. of the 
assets of all banks in the national bank- 
ing system. 

Trust departments had been estab- 
lished by 1543 of these banks and 135,- 
655 individual trusts were being 
administered with assets aggregating 
$9,419,017,042. Seven hundred and 
eighty-seven of these banks were also 
administering 17,109 corporate trusts 
and were acting as trustees for note 
and bond issues amounting to $10,218,- 
406,672. Compared with 1937 these 
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figures represent a decrease of 117 in 
the number of individual trusts being 
administered; a reduction of $237,380,- 
098 in the volume of ‘individual trusts 
under administration; an increase of 
1126 in the number of corporate trusts 
with a reduction of $351,625,993 in the 
volume of note and bond issues out- 
standing under which national banks 
had been named to act as trustees. 

Segregation of the number of fidu- 
ciary accounts in national banks reveal 
that 68,905 or 45.11 per cent. were 
those created under private or living 
trust agreements; 66,750 or 43.69 per 
cent. were trusts being administered un- 
der the jurisdiction of the courts and 
the remaining 17,109 or 11.20 per cent. 
were trusteeships under corporate bond 
or note-issue indentures. Private trust 
assets comprised $7,455,878,977, or 
79.16 per cent. of the total assets under 
administration, while the remaining 
$1,963,138,065 or 20.84 per cent. be- 
longed to court trusts. 


An analysis of the $8,059,393,406 of 
invested trust funds belonging to pri- 
vate and court trusts under administra- 
tion revealed that 48.62 per cent. were 


in bonds; 32.15 per cent. in stocks; 
7.08 per cent. in real estate mortgages; 
7.38 per cent. in real estate; and 4.77 


per cent. consisted of miscellaneous 


assets. 


The development of trust activities in 
national banks is further emphasized 
by comparing the record in 1938 with 
that of 1933 which reflects an increase 
during the 5-year period of 35,299 or 
35.17 per cent. in the number of in- 
dividual trusts being administered; an 
increase of $3,107,359,289 or 49.23 per 
cent. in the volume of individual trust 
assets under administration; an increase 
of 6325 or 58.65 per cent. in the num- 
ber of corporate trusts while the volume 
of bond and note issues outstanding for 
which the banks were acting as trustees 
showed a reduction of $200,020,265 or 
1.92 per cent. 

Gross earnings from fiduciary activ- 
ities aggregated $33,447,000 during the 
fiscal year ended June 30, 1938, as 
against $33,779,000 in 1937 and $21.,- 
461,000 in 1933, representing a reduc- 
tion of $332,000 or 0.98 per cent. 
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compared with 1937 and a gain of $11,- 
986,000 or 55.85 per cent. over 1933. 

Three hundred and twenty-four na- 
tional banks were acting as_ trustees 
under 1297 insurance trust agreements 
involving $57,964,016 in proceeds from 
insurance policies, while 704 national 
banks had been named to act as trustees 
under 16,071 insurance trust agreements 
not yet matured or operative supported 
by insurance policies with a face value 
aggregating $612,343,415. 

Four hundred and two of the banks 
spent $268,775 during the year for 
trust advertising; 39 banks employed 
full-time trust solicitors, and 65 banks 
utilized the services of part-time trust 
solicitors. 


Two hundred and forty-four banks 
were acting as transfer agents for 2512 
accounts involving $3,116,700,736, ani 
367 banks were acting as registrars of 
stocks and bonds for 4284 accounts in- 
volving $4,713,124,399. 

An analysis of the new trust accounts 
placed on the books of the national 
banks between June 30, 1937, and June 
30, 1938, developed that 235 banks 
were named as trustees for 811 bond 
and note issues aggregating $542,620.- 
834; 838 banks were named to act as 
individual trustees under 5704 agree- 
ments involving $215,578,375; 721 
banks were named to act under 2640 
executorships involving $203,047,344; 
549 banks were named as administrators 
under 1429 appointments involving 
$42,039,255; 525 banks were named 
under 2601 guardianships involving 
$10,205,515; 14 banks were named to 
act as assignees in 46 instances involv- 
ing $1,586,721; 32 banks were named 
to act in 62 receiverships involving 
$1,772,334; 142 banks were named to 
act as committee of estates of lunatics 
in 294 cases involving $5,753,764 while 
393 banks were named to act 6061 times 
in miscellaneous fiduciary capacities 
other than those enumerated above in- 
volving $456,478,680. 

Sixty-nine bank were named to act 
as registrars of stocks and bonds in 
218 cases involving $158,865,044 while 
67 banks were named to act as transfer 
agents in 187 instances involving 


$68,369,096. 
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A statement in simple language 


NE means by which banks may 

improve their public relations is 

to set up their statements of con- 
dition in a form and language that is 
comprehensible to the average person 
not familiar with accounting and 
finance. One of the best recent ex- 
amples of how this may be done is the 
year-end statement of the Morris Plan 
Bank of Virginia. This bank issued 
iis December 31 statement of condition 
in both the old conventional form and 
in a form which may be readily under- 
siood by any man or woman of normal 
intelligence. THE BANKERS MAGAZINE 
reproduces the entire text as follows: 


When the books were balanced at 
the close of the day’s business on De- 
cember 31, 1938, THE Morris PLan 
BANK OF VIRGINIA had: ~ 

1.—$2,375,176.32 in CasH AND CAsH 
ITEMs (cash in our own vaults, checks 
received during the course of the day’s 
business, and money on deposit in other 
banks which is immediately available 
to us). 

2.—$3,338,141.85 invested in U. S. 
GovERNMENT Bonps (either direct ob- 
ligations of, or fully guaranteed by, the 
United States Government) . 

3.—$639,846.65 invested in OTHER 
Bonds AND SECURITIES. 

4.—$15,298,218.35 LoaNnep Out, 
represented by 43,969 separate notes, 
averaging $347.93 each. The individual 
borrowers deposit a regular amount in 
a special savings account each month, 
so that when their notes fall due, the 
money will be on hand to pay them 
off in full. The amount so deposited 
by borrowers is approximately $1,000,- 
000 each month. (See Item 12 below.) 

5.—$823,315.23 invested in FurRnt- 
TURE, Fixtures, BANKING EQUIPMENT, 
AND Bank Burtpincs. (The bank owns 
the buildings which it occupies in Rich- 
mond, Petersburg, Newport News, and 
Norfolk. Its Roanoke quarters are 
rented.) The valuation shown is sub- 
stantially less than actual cost, as each 
month the bank sets aside out of income 
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and deducts from the valuation an 
amount more than sufficient to allow 
for any loss in value because of age 
and wear and tear. 
6.—$11,800.00 invested in ReEat Es- 
TATE other than its bank buildings. 
7.—$29,843.17 of INTEREST EARNED 
on investments, which will be paid to 
us on the usual interest dates. 
8.—$5,925.77 of OTHER MISCELLANE- 
ous ASSETS, such as insurance premiums 
which have been paid in advance, items 
in the process of collection, bills which 
have been paid by the bank for the ac- 
count of others, etc. 
9.—$22,522,267.34 Tota 
OWNED BY THE BANK. 


There had been deposited in the 
bank: 


10.—$11,885,831.94 in SAVINGS 
(Time) Deposits, represented by 32,- 
376 accounts, averaging $367.12 each. 
The bank pays 214 per cent. interest 
on these accounts up to $5000 for each 
depositor, and a smaller rate of inter- 
est on balances above $5000. (No in- 
terest is paid on Christmas or Vacation 


Clubs. ) 


11.—$1,565,762.94 in CHEckinG (DeE- 
MAND) Deposits, represented by 12,865 
accounts, averaging $121.70 each. Be- 
cause these deposits are payable when- 
ever checks are drawn, the bank does 
not lend this money out. It keeps one- 
fourth in cash and invests the other 
three-fourths in U. S. Government Bonds 
(which can be immediately converted 
into cash). 

12.—$5,770,286.82 in BoRROWERS’ 
SpecIAL Deposit ACCOUNTS, in which 
borrowers are depositing each month a 
regular amount so that when their notes 
fall due, the money will be on hand to 
pay them off in full. (See Item 
4 above.) The bank pays 21% per cent. 
interest (calculated on a quarterly 
basis) on these loan deposit accounts 
when the deposits are made promptly 
and the amount of the loan is $500 or 
more. 


ASSETS 
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13.—$786,547.50 by the STaTE oF 
VIRGINIA AND CITIES AND COUNTIES in 
which this bank has offices. In accord- 
ance with the requirements of the laws 
of Virginia, the bank has secured these 
deposits by putting up U. S. Govern- 
ment Bonds as collateral in an amount 
more than sufficient to pay off all of 
these deposits at any time. 

14.—$20,008,429.20 TotaL Deposits. 


The bank had other obligations as 
follows: 

15. — $32,471.37 in CERTIFIED 
CHECKS outstanding. These are checks 
that have been drawn by our checking 
depositors and certified by the bank to 
be “good.” They have already been 
charged against the depositors’ accounts, 
but have not been presented to the bank 
for payment. 

16. — $197,950.49 in CasHter’s 
CHECKS outstanding. These are checks 
drawn by the bank for its own account, 
signed by the bank’s officers, but which 
have not been presented to the bank for 
payment. 

17.—$21.289.27 of OrHeR MuIsceEL- 
LANEOUS OBLIGATIONS, such as money 
which we have collected for the account 
of others, expenses incurred which will 
be paid in the normal course of busi- 
ness, etc. 

18.—$251,711.13 total other obliga- 
tions. 

19.—$20,260,140.33 Total deposits 
plus other obligations (Item 14 plus 
Item 18). 

20.—$2,262,127.01 excess of assets 
owned by the bank over total deposits 
and other obligations (Item 9 minus 


Item 19). 


Reserves and stockholders’ funds: 
21.—$516,877.29. Reserved as in- 
terest collected in advance on loans. 
This interest will be taken into the 
bank’s earnings as time passes and the 
interest is actually earned by the bank. 
22.—22,352.61. Reserved as interest 
which has been earned by savings de- 
positors since the last date on which in- 
terest was credited to their accounts. 
23.—$242,600.06. Reserved to take 
care of any losses which may occur on 
any of the bank’s loans or investments. 
All known losses have already been 
taken out of this reserve fund. 
24.—$62,322.19. Reserved to pay 
Federal, State and City taxes, including 
old-age benefit and unemployment in- 
surance for the bank’s officers and em- 
ployees. 
25.—$1,000,000.00 cf Common Stock. 
represented by 60,000 shares having a 
par value of $16 2/3. This stock has 
been purchased by 712 stockholders 
650 of whom live in Virginia and 62 
of whom live in 18 other states. 
26.—$300,000.00 of Surplus. This 
money has been set aside by the bank’s 
board of directors as a safeguard for 
the depositors. No dividends may be 
paid to stockholders out of this account. 
27. — $117,974.86 of Undivided 
Profits, which the bank has earned from 
its operations over a period of years 
but which have not been paid out as 
dividends to stockholders or transferred 
to the bank’s Surplus account. This 
amount is therefore a still further safe- 
guard for the depositors. 
28.—$2,262,127.01—Total Reserves 
and stockholders’ funds (Equal Item 
20). 


ey 


q There is nothing at all to prevent us from doing five-fourths 
as much business as we did in 1937 except the relative unattrac- 
tiveness of taking business risks.—Col. Leonard P. Ayres. 
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Term loans by commercial banks 


HE entrance of commercial banks 

into the field of longer-term busi- 

ness loans is discussed in a com- 
prehensive study just completed for the 
Association of Reserve City Bankers by 
the Institute of International Finance of 
New York University. This association 
is composed of members from those 
cities designated by the Federal Reserve 
Board as reserve cities, and is repre- 
sented by the senior officers of the coun- 
try’s larger banks. The text of this 
study was made public recently by 
William Fulton Kurtz of Philadelphia, 
president of the association. 

It is stated in the report that the 
commercial banks are going to co- 
operate with the Government in the 
effort to make available longer-term 
loans to business now that the examina- 
tion procedure has made this practic- 
able. But this must be done on a sound 
basis, and only to the extent that ex- 
perience and analysis show to be safe. 
The making of term loans offers a sig- 
nificant avenue for expansion of the 
earning assets of American banks. 
While these loans lack liquidity and 
marketability, nevertheless many banks 
have made a number of such advances 
safely.” 

The complete text of the study deals 
with past experience in making term 
loans, the reasons why such loans may 
be found desirable, the dangers to be 
avoided, a term loan policy for each 
bank, credit analysis technique for term 
loans, the provisions of term loans, etc. 

The part of the report relating to the 
policy to be followed by banks in mak- 
ing such loans follows: 


A Term Loan Policy for Each Bank 


Each institution, in deciding upon the 
extent to which it will make such ad- 
vances, must consider its own particu- 
lar situation to determine how far it is 
justified in adding assets of this type 
to its portfolio. 

There are four chief factors to con- 
sider in this connection. These are: 
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A. The nature of the deposit liabil- 
ities. 

B. The character of the portfolio. 

C. Capital resources. 

D. Types of loans available. 


A. The Nature of the Deposit 
Liabilities 


Term loans are neither liquid nor 
marketable. They can be used as col- 
lateral for advances from the Federal 
Reserve bank by member banks, but 
only if the Federal Reserve bank finds 
the particular paper offered satisfactory. 
Hence such loans cannot be considered 
among the assets that can with cer- 
tainty be turned into cash to meet de- 
posit withdrawals. A bank, the volume 
of whose deposits is subject to wide 
fluctuations, therefore, is less justified 
in embarking upon such lending than 
an institution whose total of deposits 
changes relatively little from time to 
time. 


B. Character of the Portfolio 


After a bank has determined, in the 
light of the nature of its deposits, the 
proportion of its portfolio that may 
justifiably consist of less liquid or non- 
marketable commitments, careful con- 
sideration must be given to the volume 
and character of similar assets already 
held before deciding on the extent to 
which new capital loans may properly 
be made. Terms loans, as we have al- 
ready seen, fall into the same category 
as mortgage loans and less marketable 
and cyclical bonds among the relatively 
non-liquid assets of bank portfolios. 

A bank’s management may subject 
its portfolio to a simple ratio analysis 
in order to help it reach a sound judg- 
ment as to the volume of capital loans 
that may be taken on. Two different 
imaginary examples will be presented 
herewith to illustrate how this may be 
done. 

Fully 45 per cent. of the assets of 
this bank consists of cash and govern- 
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ment bonds with a maturity of less 
than five years. 


Bank A 


Assets Amount 


U. S. Government (less 
than 5 years) 

U. SS. Government 
(over 5 years) 

Other bonds (mostly 
over 5 years but of 
higher grade) 

Loans and discounts. . 

Real estate loans .... 

Other assets 


5,520,000 
none 


eee ere $24,000,000 
Liabilities 
Demand deposits ....$14,400,000 60 
Time and savings de- 
posits 30 
Capital funds, etc. 2,400,000 10 


$24,000,000 100 


This bank clearly is in position to 
take on a substantial volume of good 
term loans. The excess of cash, short- 
term governments and short-term loans 
over demand deposits, equal to $1,920,- 
000, and the excess of capital funds 
over the amount shown as other assets 
would indicate that there is available 
room for less liquid commitments such 
as term loans. 

By contrast, let us look at the condi- 
tion statement of Bank B drawn up in 
similar fashion. 


Banx B 
Per 
Cent. 


22 


Assets Amount 


U. S. Government (less 

than 5 years) .... 4 10 
. S. Government 
(more than 5 years) 
Other bonds (mostly 


over 5 years and 
cyclical) 


U 
4,320,000 18 


4,080,000 17 
Loans and discounts.. 4,800,000 20 
Real estate loans .... 2,400,000 10 
Other assets 3 


$24,000,000 100 
Liabilities 
Demand deposits ....$14,400,000 60 
Time and savings de- 
posits 30 
Capital funds, etc. ... 2,400,000 10 


100 


24,000,000 


Bank B’s cash and short term gov- 
ernments equal only 32 per cent. of its 
total assets. Including the loans and 
discounts, these liquid assets are con- 
siderably less than the amount of the 
demand deposits. 

Clearly, this bank is not in position 
to embark upon any aggressive term 
loan expansion program. In the main, 
such advances can be made safely only 
as real estate loans or cyclical bonds 
are liquidated. 


C. Capital Resources 


The extent of the capital resources 


‘of a bank will also affect the extent 


to which it may add to assets involving 
a material degree of risk, such as term 
loans. It must be remembered that 
losses come out of capital funds, which 
may thus become inadequate with rela- 
tion to the bank’s deposit liabilities. 
Also, with the trend of deposits ris- 


ing and new capital for banks not read- 


ily available in many cases, most in- 
stitutions will prefer to pursue a more 
conservative portfolio policy if they 
find that any material reduction in capi- 
tal funds due to losses might bring such 
funds substantially below a 1:10 ratio 
to their deposit liabilities. 


D. Types of Loans Available 


The formation of a term loan policy 
for an individual bank must also take 
into full account not only the possible 
volume of term loans but also the types 
of and demand for similar loans in the 
bank’s area. 

If only a few customers of the bank 
desire term loans or are eligible for 
them, it will not be possible to invest 
any large amount of money in this way. 
Also, if attractive consumer credit 
financing, with a maturity of 12 to 18 
months, offers a large and profitable 
outlet for bank funds in the locality, 
then there is less reason to seek to make 
loans of still longer maturity. The 
character of a bank’s customers who 
may desire term loans and the type of 
mortgage loans than can be made are 
also pertinent. 
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The availability of bank credit 
and business recovery 


(Reprinted from The Guaranty Survey, published by the Guaranty Trust Company of: 
New York) 


NE of the many reasons that have 
been given for the tardiness of 
business recovery is the failure 

of capital to flow into productive chan- 
nels in adequate volume. This failure 
has been attributed in some quarters to 
a “strike” of capital, a phrase that im- 
plies a concerted movement on the part 
of lenders and investors to avoid pro- 
ductive use of their funds. While no 
interpretation so obviously at variance 
with the facts will gain wide. belief 
among the well-informed, there are ap- 
parently some who attribute the meager 


000,000. Six months later the total 
was $16,262,000,000, reflecting the 
elimination of many weak banks after 
the crisis, as well as further liquidation 
of loans. : 
For more than two years thereafter, 
loans continued to decline, despite the 
fact that business activity was rising. 
They reached their lowest point in No- 
vember, 1935, at $14,838,000,000; and 
from that time to June, 1937, they in- 
creased only to $17,512,000,000. The 
business recession that began in the 
summer of last year was accompanied 


“Until confidence and incentive are restored, it will be ineffec- 
tive to place further excess funds at the disposal of the banks or to 
expect bankers to find productive employment for the more than 
abundant credit resources that they already have.” 


flow of capital to excessive timidity on 
the part of individual lenders. The in- 
ference is that business is ready to ex- 
pand but is prevented from doing so by 
the refusal of those in control of loan- 
able funds to lend. Views of this kind, 
in so far as they apply to the banking 
situation, rest in part on ignorance or 
misinterpretation of the facts and in 
part on misunderstanding of the proper 
functions of commercial banks. 


Loans Still Relatively Small 


That bank loans have failed to rise 
in proportion to general business re- 
covery in recent years is clear enough. 
In 1928 and 1929, loans of all banks 
in the United States except mutual sav- 
ings banks averaged about $35,000,- 
000,000. By the end of 1932, shortly 
before the banking crisis, they had 
shrunk to slightly less than $20,000,- 
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by another decrease in loans; and on 
June 30, 1938, the latest date for which 
figures are available, the total was $16,- 
169,000,000. This is only $1,331,000,- 
000 above the lowest figure reached 
during the depression and is nearly 
$20,000,000,000 below the total at the 
end of 1929. 


Efforts to Promote Expansion 


In the course of their efforts to pro- 
mote recovery, the Government and the 
Federal Reserve authorities have taken 
several steps to encourage an expan- 
sion of bank credit. The Federal Re- 
serve banks have increased their hold- 
ings of Government securities, thus 
swelling member bank reserves. The 
devaluation of the dollar and the sub- 
sequent enormous inflow of gold con- 
tributed to the same result. The dis- 
count rates of the Federal Reserve banks 
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were reduced a year ago to the lowest 
levels in history, and last spring the 
policies previously adopted to reduce 
the excess reserves of member banks 
were reversed by the abolition of the 
Treasury’s inactive gold fund and the 
partial cancellation of previous in- 
creases in reserve requirements. As a 
result of these measures and develop- 
ments, the banks are superabundantly 
supplied with loanable funds. Excess 
reserves of member banks are currently 
estimated at $3,270,000,000, a sum that 
carries possibilities of credit expansion 
of approximately $20,000,000,000 on 
the basis of present reserve require- 
ments. 

Those who allege that the banks have 
neglected their duty to business and in- 
dustry apparently forget two things. 
One is that the money lent by bankers 
belongs to their depositors and that a 
banker’s paramount duty is to safeguard 
the funds of his depositors and to invest 
them in such a manner as to be able to 
meet the demands of their owners. The 
other is that a loan is a transaction 
between two parties, a lender and a 
borrower. It is as impossible for a 
lender to make loans unless someone 
wishes to borrow as it is for a borrower 
to obtain loans unless someone is will- 
ing to lend. 


Sound Loan Possibilities Limited 


The truth of the matter is that the 
large majority of banks in this country 
are not only willing but eager to make 
sound loans and that their inability to 
do so on a larger scale is due to the 
fact that no active demand for such 
loans exists. Lending money is a bank’s 
main source of income. If banks invest 
their funds in Government obligations 
yielding very low rates of interest, and 
if member banks have more than $3,- 
000,000,000 of excess funds on deposit 
with the Federal Reserve banks earning 
no interest whatever, it is not because 
they prefer to put their money to such 
unremunerative uses. It is because 
they have no alternative consistent with 
the protection of the interests of their 
depositors. 

Banks would welcome new and sound 
means of expanding their services to the 
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public. Many banks, in fact, are ex- 
tending their facilities in various ways. 
Seme are increasing their small loans 
to individuals. Some are setting up in- 
stalment loan departments and amor- 
tized mortgage departments. Others 
are lending for longer terms than here- 
tofore. Still others are participating 
with Federal Reserve banks in their 
loans to industry. Practices of this kind 
emphasize the eagerness of the banks to 
find safe and productive uses for their 
excess funds. 

The problem that confronts bankers 
today is illustrated by a public state- 
ment recently made by a Middle West- 
ern bank. During the twelve months 
preceding the publication of the state- 
ment, the bank had extended to its cus- 
tomers lines of credit totaling nearly 
$53,000,000. A line of credit is a 
standing offer by a bank to lend a 
customer any amount up to a specified 
total during a definite period, Of the 
total amount of lines extended by the 
bank in question, only about $12,500,- 
000, or less than 25 per cent., was 
being used by customers at the time the 
statement was made, 


Experience With Industrial Loans 


Even more striking evidence of the 
difficulty of making sound loans at 
present is given by the report of the 
Federal Reserve Bank of New York on 
its experience with direct loans to busi- 
ness concerns. In order to meet the 
criticism that business could not obtain 
necessary financial assistance from 
banks on a reasonable basis, Congress 
passed an amendment to the Federal 
Reserve Act in June, 1934, authorizing 
the Federal Reserve banks to’ make 
loans directly to business concerns “on 
a reasonable and sound basis” for 
periods up to five years for the pur- 
pose of providing working capital in 
cases where a business was unable to 
obtain “financial assistance on a reason- 
able basis from the usual sources,” 

During the period from June, 1934, 
to June, 1938, the Federal Reserve 
Bank of New York received 4,750 in- 
quiries for such loans. In a large pro- 
portion of cases the needs of the bor- 
rowers proved to be for permanent 
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addtions to capital or for other types 
of loans that are ineligible for the bank 
under the law, or it appeared that “the 
condition of the business of the pros- 
pective borrower was such as to pro- 
vide no sound basis for bank credit.” 
In such cases the inquirers were not en- 
couraged to prepare the information 
that would be required in connection 
with formal applications. Of the 
4,750 inquiries received, 1,348 resulted 
in the filing of applications, of which 
768 were declined, 504 approved, and 
the remainder either withdrawn or 
awaiting consideration. Advances or 
commitments actually made numbered 
351 and totaled approximately $24,- 
500,000. 


permanent additions to capital or from 
prospective borrowers whose financial 
position was too weak to provide a 
sound basis for bank credit. Such loans 
would be obviously unsuitable for any 
commercial bank. And, in the aggre- 
gate, the income from loans actually 
made was inadequate to cover expenses 
and losses. Any commercial banker 
who adopted a policy of making loans 
of this quality, even over a short period, 
would be guilty of neglect of his de- 
positors funds; and, if the practice 
continued over a long period, it might 
eventually result in embarrassment to 
the bank and its depositors. 

That the essentials of the situation 
are generally understood in some circles 


“Tf banks invest their funds in Government obligations yielding 
very low rates of interest, and if member banks have more than 
$3,000,000,000 of excess funds on deposit with the Federal Reserve 
banks earning no interest whatever, it is not because they prefer to 


put their money to such unremunerative uses. 


It is because they 


have no alternative consistent with the protection of the interests of 
their depositor.” 


The bank stated that it had been 
fzund in many cases that the loans 
made, either directly or in conjunction 
with commercial banks, had served a 
useful purpose in enabling the bor- 
rowers to maintain or increase em- 
ployment and to rehabilitate their 
businesses. But, despite the great care 
exercised in the original review of the 
applications and the constant super- 
vision maintained, it became necessary 
to place a number of the loans on the 
“trouble” list; and in a few cases the 
borrowing concerns failed in spite of 
the receipt of loans. Fhe bank’s con- 
clusion was that the income received, 
even at rates as high as 6 per cent., 
was not adequate to cover expenses and 
losses. 


Caution Required in Loan Policies 


This record provides an almost com- 
plete answer to the criticisms that have 
been directed at the commercial banks 
for their alleged lack of liberality. 
Most of the applications were for 


is indicated by a recent nation-wide 
survey of newspaper editorial opinion. 
Published editorial. views were col- 
lected from as many sources as pos- 
sible, and 300 newspapers throughout 
the country were individually can- 
vassed. Qnly 5 per cent. of the opin- 
ions received were critical of the 
banks. The remainder expressed the 
belief that the banks wish to make 
loans, that ample credit is available 
for business, and that the failure of 
credit to expand is due to the fact that 
business in general is not asking for it. 


Why Loans Have Not Increased 


The absence of an active demand for 
credit is probably due to a combination 
of factors. The decrease in loans since 
the summer of 1937 is, of course, easily 
explained by the business recession. 
But the fact that loans are only slightly 
larger than at the middle of 1933 re- 
quires explanation. In part, the reason 
probably lies in the writing off of bad 
loans previously made. To some extent, 
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the situation may reflect the continu- 
ing tendency on the part of many con- 
cerns to provide for their recurring 
financial needs with the proceeds of 
security issues instead of bank borrow- 
ing, a tendency that was visible for 
some years before the depression. In 
some measure, it is due to the fact that 
large amounts have been loaned to busi- 
ness, agriculture, political subdivisions, 
and others by governmental credit 
agencies. 

In the main, however, the inactive 
demand for bank credit appears to be 
merely one of several indications of the 
peculiar character of the recovery 
movement of the last several years. 
Contrary to the usual experience, the 
recovery has taken place, to a great 
extent, in consumers’, rather than pro- 
ducers’, goods. Billions of dollars 
have been taken in taxes or borrowed 
by the Government and redistributed 
to public employees, farmers, the un- 
employed, and others. These _ billions 
have been used, for the most part, to 
buy goods for consumption. The re- 
sulting demand for consumers’ goods 
has stimulated many branches of busi- 
ness; and, to a certain extent, the 
stimulus has spread into even wider 
channels. 


But the process has not inspired the 
confidence on the part of business men 
that is essential to an aggressive ex- 
pansion of operations such as has com- 
monly characterized recovery in the 
pastand gives rise to a demand for 
both long-term and short-term credit. 
The state of the Federal budget and 
the mounting burden of relief threaten 
even higher taxes. Government com- 
petition impairs the outlook for profits, 
which is the mainspring of business 
enterprise. The prospect of a huge 
“reserve fund” of Government securi- 
ties for old age pensions under the 
Social Security Act carries a menace of 
crushing tax rates. Recent experience 
has shown that the labor situation is 
conducive to arbitrary increases in 
costs and frequent interruptions of pro- 
ductive activity. The existing system 
of taxes on individual and corporation 
profits has tended to reduce materially 
the incentive to business expansion, par- 
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ticularly on the part of small concerns, 
which have been severely affected by 
high taxes on individual incomes, capi- 
tal gains, and undistributed corporation 
profits, as well as the difficulty of meet- 
ing the requirements of the Securities 
Act relative to new security issues. 

Until confidence and incentive are 
restored, it will be ineffective to place 
further excess funds at the disposal of 
the banks or to expect bankers to find 
productive employment for the more 
than abundant credit resources that 
they already have. 


© 


CENTRAL HANOVER REPORT 
ROFITS more than sufficient to 


cover the present dividend rate were 

made by the Central Hanover Bank 
and Trust Company, New York, in 1938 
without the necessity of taking the risk 
of investing in long-term Governments. 
George W. Davison, chairman, reported 
to stockholders at the annual meeting 
on January 12. The net for the year 
totaled $5,260,798 of which $4,200,000 
was paid in dividends on the 1,050,000 
shares of $20 par stock and $1,060,798 
was transferred to. undivided profits. 

As the result of increased deposits, 
the lack of demand for loans, and the 
sale of a large portion of the bank’s 
short-term U. S. securities when the 
yield on them was virtually non-exist- 
ent, Mr. Davison reported that the 
bank’s cash amounted to over $639,- 
500,00, or more than two-thirds of total 
deposits. Government securities owned 
at the year-end totaled $153,400,000, of 
which 69.7 per cent. matured within five 
years, 6.6 per cent. within five to ten 
years, and 23.7 per cent. over ten years. 
Total deposits amounted to $939,260,- 
373 and total resources climbed over 
the billion dollar mark. 

Commenting on operations of the 
company, Mr. Davison reported that 
the new London office, which opened 
last March, now had deposits equivalent 
to $5,750,000. The bank closed its 
William Street office during the year 
end now has only eleven branches in 
the city. 
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Minimum insurance for banks 


PROPOSED schedule of fidelity 
insurance protection for banks, 
showing the minimum amounts of 

coverage for institutions with various 
volumes of deposits, is set forth in the 
current issue of the Protective Bulletin 
of the American Bankers Association in 
an article by W. K. Mendenhall, man- 
ager of the Division of Research of the 
Towner Rating Bureau in New York. 
This schedule is based on a study of 
the loss experience of all surety com- 
panies during the past few years. 

The study of loss experience indicates 
a marked deficiency of insurance pro- 
tection,’ Mr. Mendenhall states. He 
points out that “contrary to general be- 


“ 


the country. The schedule is shown in 
accompanying table. 

Mr. Mendenhall observes that, “While 
this initial step toward achieving a de- 
gree of uniformity with respect to mini- 
mum amounts of coverage will not 
provide sufficient coverage to cover ab- 
normally large shortages such as many 
banks have witnessed, it is expected that 
a general increase in the minimum 
amounts now being carried must ulti- 
mately work to reduce the cost of 
blanket bonds to all banks. 

“Tt should be regarded as the first 
of a series of changes which, over a 
period of years, should eliminate the 
penalties of loss through under-insur- 


Amount oF BLanKet Bonn CoveraGe 


Banks with Deposits of 
$ 100,000 to 
200,000 to 
300,000 to 
400,000 to 
500,000 to 
750,000 to 
1,000,000 to 
1,500,000 to 
2,000,000 to 
3,000,000 to 


lief,” the survey indicates, “that a defi- 
nite relationship existed between the 
size of the banks sustaining losses and 
the amounts of losses sustained. It was 
discovered,” he says, “that the largest 
loss reported for the four year period 
for each of the deposit groups was sub- 
stantially greater than the largest known 
loss in the next small group.” 

He therefore suggests a schedule of 
minimum insurance coverage which 
banks in the several deposit groups 
“should be encouraged to carry in order 
that their protection may be deemed 
suitable or satisfactory as the initial 
step in a long range plan of correction.” 

The schedule contains ten classifica- 
tions including banks with deposits be- 
tween $100.000 and $5,000,000. These 
embrace all but about 1000 banks in 
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ance and result in a much more satis- 
factory condition,” he states. 

“Widespread adoption of a program 
directed toward suitable or satisfactory 
amounts of coverage for banks generally 
should produce gratifying results and 
reward the efforts of those who are 
concerned with the problem,” he says. 
“If visualized on the basis that the pre- 
miums paid by all of the banks are used 
to restore the losses of the unfortunate 
few, the effect of the other fellow’s 
losses on the premium charged each 
insured bank can be more readily under- 
stood. 

“An increase in the number of losses 
which are as large as the amounts of 
the blanket bonds under which they are 
insured, has a tendency to force an up- 
ward revision of rates,” 
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New form writing machine 


N electric carriage Form Writing 
Machine with selective tabulation 
has recently been announced by 
Burroughs. Especially designed for 
use by wholesalers, jobbers, banks, pub- 
lic utilities, manufacturers, insurance 
companies, finance companies, invest- 
ment and brokerage houses, breweries, 
and all types of retailers, the new unit 
is known as the Burroughs Selective- 
Column Form Writing Machine. 
By permitting the operator to tabu- 
late directly to any desired column on 
the form merely by depressing the key 


which selects that column, selective 
tabulation simplifies and speeds the 
writing of “size” column invoices, 
financial and Statistical reports, sales 
and purchase distribution, and payroll 
distribution sheets. 

When equipped with a front-feed 
chute, the machine is readily adaptable 
for registering checks and drafts, writ- 
ing utility bills, delinquent notices, 
meter connect and disconnect orders, 
premium notices, and other similar 
forms. Insertion of these _ smaller, 
original forms does not disturb the 
journal, register, or distribution sheet 
which remains in the machine. 
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Through use of continuous forms on 
which progressive sizes or other classi- 
fications have been preprinted as 
column headings, the number of key 
strokes required to write the body of 
an invoice is cut approximately in half. 
With the additional advantage of col- 
umn selection, an extremely fast, eff- 
cient operation results. 

The new Burroughs machine may be 
equipped with a form holder which 
rides with the carriage, eliminating 
side-pull on continuous forms, and 


assuring better registration and neater 
results. Unit forms may be used equally 
well if preferred. 

Carriage movement from left to right 
is controlled by the electric carriage 
return key, which provides a full return 
or partial return (reverse tabulation) 
to an intermediate position. This per- 
mits unusually fast, short-line writing, 
since a mere touch of the return key 
immediately spaces the paper and lo- 
cates the new writing position. The 
machine is available in varied carriage 
widths up to and including twenty-six 
inches. 
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Chase National annual meeting 


ARNINGS of the Chase National 
Bank, New York, for 1938 held 
fairly stable at $14,486,000, equiv- 
alent to $1.95 a share on the capital 
stock, compared with $15,016,000 or 
$2.03 a share in 1937, it was reported 
by Winthrop W. Aldrich, chairman of 
the board, at the annual stockholders’ 
meeting on January 10. While earn- 
ings maintained approximate stability, 
Mr. Aldrich reported to the 200-odd 
stockholders present, the sources from 
which they were derived showed con- 
siderable variation as the result of 
changes in the general condition of 
business. Analyzing these trends in 
source of income, Mr. Aldrich stated 
that, based on a percentage of the gross 
profits of the bank, interest on loans 
and discounts in 1938 was about 4 per 
cent. less than in 1937; that on tax- 
exempts remained about the same; that 
from interest on other securities was 
slightly greater; that on foreign opera- 
tions about 1 per cent. less; that from 
the trust department 1 per cent. less: 
that on transactions in bonds about 7 
per cent. more than in 1937, and on 
stocks about 2 per cent. greater. 
Government securities are carried on 
the bank’s books at $639,000,000 and 
have an average maturity of two years 
and eight months. Only 7.62 per cent. 
mature after five years. Under the 
item “other bonds and securities,” Mr. 
Aldrich stated the bank held $15,000,- 
000 Federal Intermediate Credit Bank 
debentures, $6,400,000 Federal Home 
Owners’ Loan Corporation bonds, $8,- 
000,000 railroad bonds, $14,979,000 
high-grade public utility bonds, $5,500,- 
000 short-term industrial and miscel- 
laneous bonds, and $37,000,000 foreign 
obligations. The foreign obligations 
include $14,000,000 British Government 
obligations, $10,000,000 Canadian Gov- 
ernment, and $9,000,000 Republic of 
Cuba. Substantial reductions in the 
hank’s holdings of German credits and 
stock of the Twentieth Century-Fox Film 
Corporation were announced. In re- 
sponse to a stockholder’s question it 


was revealed that the bank had some 
loans outstanding to McKesson & Rob- 
bins, but that they were well secured 
by actual whiskey. 

In informal discussion Chairman 
Aldrich stated that the present mone- 
tary policies of the official and semi- 
official agencies which are forcing the 
banks into heavy purchases of long-term 
Government securities were exceedingly 
disconcerting to the banking com- 
munity. Commenting on what he called 
the “mechanistic doctrines” which 
“have found tangible expression in re- 
cent years in security purchases by the 
Federal Reserve Banks, in gold devalua- 
tion, in gold and silver buying, in the 
Federal deficits for pump-priming and 
other purposes,” Mr. Aldrich said: 

“The first effect of efforts to stimulate 
economic activity by such methods is 
to be seen in high and rising deposits 
in commercial banks. Excess reserves 
rise, interest rates decline, and banks 
find themselves under great pressure to 
increase earning assets in order to cover 
their operating costs and dividend re- 
quirements. To the extent that com- 
mercial banks invest in long-term bonds, 
they become involved in the unpredict- 
able hazards of long-term interest rate 
fluctuations. In the granting of loans, 
qualitative standards are apt to decline. 
Consequently, forced changes in the 
quantity of bank deposits tend to induce 
far-reaching changes in the quality, 
character and composition of bank 
assets.” 

New loans made during the year, 
exclusive of renewals, loans to brokers, 
and loans by foreign branches, were 
reported at $1,059,281,000, an amount 
much greater than that outstanding on 
any one date. Total deposits on De- 
cember 31 were $2,234,333,000 com- 
pared with $2,069,990,000 a year ago, 
and total resources stood at $2,523,167,- 
000 compared with $2,375,379,000 in 
1937. Capital and surplus remained 
unchanged at $100,270,000 each, while 
undivided profits rose approximately 
four million to $35,247,000. 
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Annual meeting Bank of America 


T the annual meeting of Bank of 
America stockholders held in San 
Francisco, January 10, President 

L. M. Giannini submitted his report for 
the year 1938, detailing the policies 
which had resulted in not only the high- 
est earnings in the history of the bank 
but also the widest service to the people 
of California. 

Total resources of the bank for the 
first time rose above the billion and a 
half mark. The total was $1,574,721,- 
000, a gain of $81,348,000 for the year. 
At the close of 1938, Bank of America 
branches in California numbered 494, 
serving 307 communities. 

“Our exceptional growth,” Mr. Gian- 
nini' stated, “has been manifested 
throughout the entire range of the 36 
services which comprise our banking 
facilities. The people of California in 
increasing numbers have given their 
recognition to the efforts of your bank 
to provide a full and friendly banking 
service throughout the state. 

“The best evidence of this recogni- 
tion is the fact that the savings which 
Californians have given to our care 
have made us lead the nation in num- 
ber of savings accounts and savings de- 
posit volume. Our total deposits of all 
types have increased nearly $80,000,000 
during the year.” 

After payment of dividends to stock- 
holders at the rate of $2.40 per share 
totaling $9,600,000, capital funds 
reached the high mark of $114,058,000, 
a substantial increase over the previous 
year-end high of $109,104,000 at the 
beginning of the year. There was 
added to surplus and undivided profits 
the amount of $4,953,000 after provi- 
sion of $3,639,000 reserve for deprecia- 
tion on banking premises, amortization 
of bond premiums, etc., and $6,253,000 
reserves applied to reduce carrying 
value of assets. 

Reserves of Bank of America provided 
as deductions from the carrying value 
of assets are shown in the statement of 
condition, with $9,533,000 provided for 
possible losses on outstanding loans, 
$5.997,000 reserved against bonds and 
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other securities owned, and depreciation 
of $15,477,000 provided for bank 
premises, furniture and fixtures. The 
statement shows that securities, valued 
at $557,632,000 are carried at substan- 
tially less than the market value. L. M. 
Giannini, president, stated that 1938 
earnings set a new high totaling $25,- 
622,000. There was also allotted to 
the bank’s personnel under its profit 
sharing bonus plan $1,175,000. This 
added compensation equalled 714 per 
cent. of salaries up to $500 a month, 
and 5 per cent. of any portion of 
salaries in excess of $500 a month. 

Healthy increase in the amount of 
credit granted by the bank for the up- 
building of industry, agriculture and 
commerce, the report stated, has been 
well distributed among the many kinds 
of loans provided. Total of all loans 
outstanding at the end of 1938 was 
$673,828,000, of which over half, or 
$368,000,000 represented loans on real 
estate. 

“Our real estate loans have special 
significance, for much of this money 
has gone directly into new homes for 
thousands of California families, es- 
pecially those with moderate incomes,” 
commented Mr. Giannini. “It is gratify- 
ing to know that as a result of the bank’s 
pioneering efforts to make better hous- 
ing available to everyone, we are also 
leading the nation in the number and 
value of FHA loans.” 

Instalment credit loans in 1938 to- 
taled $125,000,000. Automobile loans 
rose to $45,000,000 in the face of a 
decrease of 40 per cent. in the volume 
of automobile sales. Equipment loans 
totaled $10,000,000 and personal loans 
reached a high mark of $25,000,000. 
Altogether, 300,000 instalment loans 
were made during the year in small 
amounts to people of modest means. 

In the field of agriculture, President 
Giannini called special attention to the 
bank’s constructive program of aiding 
many farmers’ codperative marketing 
associations in the state with loans per- 
mitting the storing of agricultural sur- 
pluses until needed. 
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Manufacturers Trust Company 
holds annual meeting 


ARVEY D. GIBSON, president of 
Manufacturers Trust Company, 
New York, reported at the annual 

meeting of the stockholders that net 
earnings from all sources for the year 
1938, after all expenses and taxes, and 
after deducting dividends on preferred 
stock outstanding as well as the amount 
set up for amortization on bonds pur- 
chased above par, had amounted to 
$6,652,880.77, or $4.03 per common 
share. This compares with $4.46 per 
share for the year 1937. Of this total, 
$3,299,834 was paid in dividends to 
common stockholders and the remainder 
$3,353,046.77 was credited to reserve 
account. 

In addition to these net earnings, net 
profits above losses during the past 
year on securities disposed of by sale 
amounted to $2,793,681, which amount, 
as in the past, was credited to reserve 
for contingencies. In comparing the 
results for the last two years, Mr. Gib- 
son pointed out that amortization of 
bonds during 1938, which is a direct 
charge against net operating income was 
$564,820, this amount being $382,404 
in excess of the amount charged against 
1937 earnings. 

Explaining the smaller amount shown 
in reserve account in the statement of 
December 31, 1938, as compared with 
September 30, 1938, Mr. Gibson stated 
that in reality the total amount of re- 
serves had not decreased, but had in 
fact increased. The manner in which 
they are now carried on the books and 
shown on the bank’s published state- 
ment has, however, been changed to 
conform with a standard practice de- 
fined by the banking supervisory au- 
thorities and which they desire to have 
followed by all banks. 

Deposits at the close of business on 
December 31, 1938, amounted to $655.,- 
486,077 as compared with $610,292,529 
a year ago. Mr. Gibson described this 
as one of the most gratifying develop- 
ments of the bank’s business during 
recent years. At the present time 


Manufacturers Trust Company carries 
accounts from 12 per cent. of all of 
the banks of the United States. 

Although average loans for the whole 
of 1938 were approximately $218,000,- 
000 as compared with $230,000,000 for 
1937, the total interest income from 
loans during 1938 was approximately 
the same as during 1937. This is ac- 
counted for by the fact that in certain 
types of loans, on which interest rates 
are more or less fixed, and in newly 
developed departments where advances 
command higher than average rates, the 
bank had _ substantial increases in 
volume. 

In discussing the effect of interest 
rates on bank earnings, Mr. Gibson 
made the interesting disclosure that 
during 1938 slightly less than 23 per 
cent. of the gross income of Manufac- 
turers Trust Company came from gen- 
eral banking department loans. This 
left 77 per cent. which came from all 
other departments of the bank, such as 
personal and modernization loans, 
building and construction loans, indus- 
trial department loans, trust department 
fees and commissions, registration and 
transfer fees, foreign department profits, 
interest on mortgages, income from se- 
curities, service charges, etc. 

Mr. Gibson stated that security hold- 
ing at the end of 1938 amounted to 
$312,035,636, or an increase of almost 
$100,000,000 since the first of the year. 
Of this amount, $229,471,898 was in 
U. S. Government and Government 
guaranteed securities. 

Mr. Gibson announced that the most 
interesting development in the bank’s 
branch structure would be the opening 
on April 1, 1939, of its office on the 
grounds of the New York World’s Fair. 
This will be housed in the Consumers’ 
Building, which is the first building 
north of the Trylon and Perisphere. At 
the present time Manufacturers Trust 
Company has 64 offices in Greater New 
York, all but one of which are operat- 
ing on a profitable basis. 
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Annual meeting of the 
National Bank of Detroit 


SLIGHT drop both in earnings and 
deposits was announced by Walter 
~ §. McLucas, chairman of the board 
of the National Bank of Detroit, in his 
annual report to the stockholders. Earn- 
ings available for common stock, that 
is, all earnings after operating expenses, 
reserves, Federal taxes, and preferred 
stock dividends, amounted to $2,529,- 
432, Mr. McLucas said. This is equal 
to $3.37 per share on the 750,000 shares 
of common stock outstanding, compared 
with $3.46 per share earned for 1937. 
Deposits at the year-end stood at $391,- 
573,871 as compared with $405,605,824 
at the end of 1937. The number of the 
bank’s depositors declined during the 
first eight months of the year, particu- 
larly in the savings classification, due 
to the fact that many depositors found 
it necessary to use their accumulated 
savings for living expenses. In August, 
however, the number of accounts was 
again on the increase. The past year 
was the first during which the National 
Bank of Detroit failed to make substan- 
tial gains in deposits since its founding 
in 1933. 

Chairman McLucas also reported that 
the demand for loans during the major 
part of 1938 was abnormally low. A 
slight increase was noted during the 
last two months. Loans and discounts 
at December 31, 1938. stood at $61.- 
792,433, as compared with $66,311,852 
December 31, 1937, $57,608,095 Decem- 
ber 31, 1936, and $43,612,404 Decem- 
ber 31, 1935. Business of the trust 
department was profitable during the 
year and increased to a point that 
necessitated several additions to the 
staff. The subsidiary company, the 
Safe Deposit Company of Detroit gained 
in customers and was operated at a 
satisfactory profit. The bank is consid- 
ering establishing vault facilities in one 
or two additional branches. 

A total of $500,000 out of the year’s 
earnings was transferred to surplus, re- 
placing in the bank’s capital structure 
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an equivalent amount of preferred 
stock retired during the year. This 
transfer increased the surplus account 
to $8,000,000 and the retirement re- 
duced the outstanding preferred stock, 
all of which is held by the Reconstruc- 
tion Finance Corporation, to $9,500,- 
000. There was transferred to reserve 
for common stock dividend $750,000, 
which provided for the dividend of $1 
per share on common stock. To the 
reserve for preferred stock dividend 
account there was transferred $23,750. 

United States Government securities 
stood on the bank’s books at the year- 
end at $204,981,891, other securities at 
$8,935,298, and real estate mortgages 
at $9,576,582. 

Commenting on the general economic 
situation, Chairman McLucas said: 

“In the year under review the heavy 
inflow of gold, in large measure a re- 
flection of the unsettled conditions 
abroad and an export balance of trade, 
increased our monetary gold stock by 
over 11% billion dollars to the record 
figure of more than “14 billion dollars. 
This, together with steps taken by the 
Treasury Department and the Federal 
Reserve Board, resulted in increasing 
the excess reserves of member banks to 
a new high figure of nearly 314 billion 
dollars. The pressure of these enor- 
mous reserves has continued to drive 
interest rates down to a point where 
United States Government and other 
high grade bonds produce lower yields 
and are selling at higher prices than 
at any previous time in recorded eco- 
nomic history. 

“Contrary to the easy money theory, 
this redundant supply of investment 
funds has had only a slight effect -in 
stimulating the flow of new capital into 
industry. The extreme demand for se- 
curities of the highest grade, as re- 
vealed by the yields of such issues, has 
not generally pervaded sections of the 
security markets in which the factor of 
investment risk is of any consequence.” 
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National City Bank in 
annual meeting 


REPORT of increased earnings for 
the year, was presented to stock- 


holders of the National City Bank 


of New York by Chairman James H. 
Perkins at the annual meeting held 
January 10 at the bank’s headquarters, 
55 Wall Street. Mr. Perkins’s report 
was accompanied hy declarations of 
faith in the future of banking and be- 
lief that “prosperity and growth are 
normal for this country.” 

Net earnings for 1938 he reported at 
$10,547,750 for the National City Bank 
including $2,856,889 profits on bonds 
which had been transferred to reserves, 
but not including recoveries which had 
also been transferred to reserves. Due 
to the inclusion this year of the bank’s 
$1,116,452 Federal Deposit Insurance 
Corporation assessment under operating 
expenses and to other changes in pro- 
cedure, these figures for earnings are 
not strictly comparable to those of a 
year ago, but if 1937 earnings were 
figured on the same basis as this year’s, 
Mr. Perkins stated, they would show 
net earnings of $9,584,952, including 
‘$2,081,548 of bond profits. 

For the City Bank Farmers Trust 
Company, wholly owned by the stock- 
holders of National City, Mr. Perkins 
reported earnings of $909,929, includ- 
ing bond profits. Of this amount $700,- 
000 was transferred to reserves and 
$209,929 to the undivided profits ac- 
count. This figure compares’ with 
$2,026,004 for the trust company in 
1937, the difference being attributed to 
lower interest rates, smaller dividend 
disbursements, and lessened activity in 
the stock market. Combined figures for 
the two institutions showed earnings 
equal to $1.85 per share and net re- 
sults, not including bond profits, of 
$1.29 a share. Of this $1.24 was earned 
by the bank and five cents by the trust 
company. Deposits for the National 
City were reported the highest for any 


‘year-end in its history at $1,835,286,500. 


Commenting on the large increases 
in cash and Government securities and 
the decline in loans and discounts, 
Chairman Perkins called attention to the 
gold imports and Government monetary 
policy. “As to earning assets,” he con- 
tinued, “the decrease in business loans 
and corporate security holdings has 
been offset by an increase in United 
States Government securities. Of these 
Government and Goyernment agency 
securities, about $473,000,000, or 67 
per cent., mature within five and one- 
half years.” 

Discussing the progress made by 
banks in expanding their services and 
finding new profitable outlets for funds, 
the chairman said the bank had gone 
a long way toward operating like a 
country bank in a big city. He pointed, 
for example, to the 287,000 personal 
loans made during the past year total- 
ing $53,000,000 outstanding and to 
the newly-developed installment financ- 
ing department. Attention was also 
called to a new outlet for funds, the 
serial loan to business of longer ma- 
turity than was formerly customary. 
Relaxed examination rules have made 
this type of loan possible. 

In analyzing deposits Mr. Perkins 
pointed out that 500,000 depositors 
have balances totaling $181,000,000 in 
the bank’s compound interest thrift de- 
partment and 34,000 are using the 
bank’s no-minimum-balance checking 
account facilities. “At our head office 
and domestic branches,” he said, “we 
have 627,000 separate deposit accounts, 
about one for every twelve people in 
the population of New York City. Of 
these accounts, 609,000, or 97 per cent., 
are in amounts of $5000 or less and 
average only $300.” 

Over 80,000 stockholders from every 
state in, the Union and foreign countries 
own the bank. The average holding is 
about 75 shares. 


‘THE BANKERS MAGAZINE. for February, 1939 





Savings deposits in banks show 
slight increase 


HE average savings for each in- 

habitant of the United States was 

$191 on June 30, 1938, according 
to the annual survey of the American 
Bankers Association released by the 
association’s Research Council which 
showed that savings and other time de- 
posits in the banks and trust companies 
of the country increased $133,557,000 
or .55 per cent. in the year ended that 
date. 

The number of savings depositors in- 
creased 322,736 or .73 per cent. to a 
total of 44,548,914 while the total vol- 
ume in savings accounts and time cer- 
tificates aggregated $24,625,514,000. 

The report of the Savings Division 
which covers the years 1928, 1933, and 
1938 gives summaries of savings de- 
posits and depositors in national banks, 
state banks, private banks, trust com- 
panies and mutual savings banks of the 
country and classifies each according to 
state and region. Deposits are also 
classified according to savings accounts, 
certificates of deposits, postal savings 
deposits, total savings deposits, total in- 
dividual deposits and the relationship 
between savings to individual deposit 
and per inhabitant for each state is 
shown. 

Increase Continues 


“The increase in savings which began 
four years ago following the upward 
swing in business has continued even 
in the present depression,” W. Espey 
Albig, secretary of the Savings Division 
of the American Bankers Association 
stated, “although the rate has slowed 
down from that noted a year ago, before 
the onset of the recession, which now 
happily seems to be clearing up.” 

Referring to the number of depositors, 
44,548,914, Mr. Albig observed that 
“this is a far cry from the 53,188,348 
depositors registered in 1928. Since 
that time there has been an increase in 
population of 9,260,000 so that a com- 
parable figure for the year just passed 
would be 56,911,532.” 
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The tabulations show that of the total 
savings deposits of more than $24,000,- 
000,000 mutual savings banks carried 
$10,000,000,000, state banks had 
$3,969,195,000, national banks had 
$7,598,601,000, trust companies had 
$2,867,453,000 and private banks had 
$38,855,000. : 

Postal savings redeposited in ‘banks 
amounted to $103,772,000 or about 
$13,000,000 less than a year ago accord- 
ing to the report. The total amount of 
deposits in postal savings as of June 
30, 1938, amounted to $1,251,723,367. 
Mr. Albig pointed out that only 8 per 
cent. of the money deposited in postal 
savings throughout the counry had been 
redeposited by the post office depart- 
ment in the banks of the country. 


Time Certificates 


Deposits of time certificates amounted 
to $1,906,314,000, a decrease in one 
year of $220,225,000 or 10 per cent. the 
report reveals. Time certificates of de- 
posit represented 7.7 per cent. of total 
savings. 

The report also states that demand 
deposits combined with time and sav- 
ings deposits, making up the total of 
individual deposits, stood at $47,831,- 
403,000 for continental United States 
as of June 30, 1938. This was a de- 
cline of $2,219,732,000 from last year’s 
figure of $50,051,135,000. Mr. Albig 
pointed out that aside from last year, 
individual deposits remain higher than 
any year since 1931 when they stood 
at $47,889,083,000. “The decline in in- 
dividual deposits is not reflected in sav- 
ings deposits but in demand deposits,” 
Mr. Albig stated. “It was pointed out 
a year ago that demand deposits had 
increased during the year by a greater 
degree than savings, the gain being at 
the rate of 8 per cent. against 4.4 per 
cent. for savings. This year, while the 
increase in savings deposits was .55 per 
cent., the decrease in demand deposits 
was 8.8 per cent. A year ago, savings 
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deposits comprised 49 per cent. of the 
total individual deposits, while this year 
they account for 51 per cent. of the 
individual deposits.” 

Mr. Albig observed that interest rates 
were low due to the fact that Govern- 
ment competition limited the demand 
for private funds. He stated that, 

“Savings are normally built up by 
persons who desire to have a com- 
petence; for the purchase of a home, 
business, travel or leisure. Because of 
the great amount of financing now done 
by agencies of the Federal Government 


on money raised through taxation, the 
demand for private funds is limited. In 
consequence, the interest rate is low. 
This reduces the incentive toward build- 
ing a competence through deposits in 
savings banks or savings departments. 
For how long a time the Government 
will continue its lending operations is 
not possible to say at this time. It 
would appear that eventually this source 
of funds would be limited. When that 
time arrives, it will be necessary for in- 
dustry to finance itself again through 
accumulated savings.” 


ANNUAL REPORT OF THE FIDELITY UNION 
TRUST COMPANY 


OTAL deposits of the Fidelity 

Union Trust Company, Newark, 

N. J., were reported as $151,433,- 
430 on December 31, an increase of 
$8,039,741 for the year, it was reported 
to shareholders by President J. Henry 
Bacheller. Of this amount $102,377,- 
675 represents commercial accounts, a 
gain of $8,158,696, and $49,055,755 
represents savings accounts, a decrease 
of $118,955 for the year. The Fidelity 
Union Trust Company is New Jersey’s 
largest bank. 

The amount of personal trusts in the 
bank’s trust department was reported 
up $417,871 for the year for a total of 
$260,258,906. 

Net operating earnings of the bank 
for the year 1938, exclusive of profits 
from the sale of securities, amounted to 
$1,401,052, a decrease of $370,899 over 
the figure for a year ago. The addi- 
tional profit from the sale of securities 
amounted to $1,275,603, making a total 
of $2,676,655. There were, however, 
losses on securities sold amounting to 
$900,944. The earnings were employed 
to pay dividends on common and pre- 
ferred stock, to set aside adequate re- 
serves for security losses, real estate 
mortgages, and loans. The capital 
structure on December 31 showed an 
increase for the year of $128,312 and 
consisted of preferred stock of $3,250,- 
000, common stock of $4,000,000, sur- 


plus of $6,250,000, undivided profits of 
$1,823,610, and preferred stock retire- 
ment fund of $108,736. 


Holdings of Government securities 
were up $12,381,572 for the year, mak- 
ing a total of $49,822,298. The report 
showed real estate owned up $449,771 
for a total of $7,997,070, against which 
there has been set up a reserve of 
$1,381,098. After paying all taxes, re- 
habilitation expenses and repairs, the 
bank’s properties made a net return of 
$115,765. The travel department earned 
$13,058, a decrease of $3527 for the 
year. The decrease is attributed to the 
uncertain conditions in Europe which 
have materially reduced the number of 
Americans traveling abroad. Local 
cruise business holds firm. 


© 


BOOK REVIEW 
Puscapism. By Norbert O’Leary. Bos- 


ton: 
House. 


The Christopher 
1938. $1.25. 


Tuts book is another answer to the na- 
tion’s prayer or “how to achieve pros- 
perity for everyone with practically no 
difficulty at all.” The plan proposed 
by the author consists, as the title sug- 
gests, of a highly controlled capitalism 
embracing a few of the outer fringes 
of socialism. 


Publishing 


THE BANKERS MAGAZINE for February, 1939 





Remodels executive floor in style 
of old London insurance houses 


HE executive floor of Manufactur- 

ers Trust Company’s principal office 

at 55 Broad Street, New York, has 
recently been entirely remodeled. In its 
general style the rebuilt site of public 
space and private offices conveys the 
atmosphere of the old insurance houses 
of London. 

The interior of the large public room 
is adapted from a room which was 
originally in the Thomas Saunders 
house in Gloucester, Mass., built in 
1764 in the Georgian Colonial style. 
That is now the Sawyer Free Library. 
The interiors of the private offices of 
the executive officers are of a simple 
colonial panelling, typical of the same 
period. 

The desks on the floor are adapted 


from an old table which was originally 
in the collection of Lord Berners, from 
Wolverstone Hall, Suffolk, Circa 1795. 
The chairs are copies of English chairs 
of the same period. Four chairs in 
the entrance lobby are antique Chippen- 
dale chairs, about 1785. The lighting 
fixtures are an adaptation of old English 
chandeliers to modern lighting. The 
mahogany doors throughout are typical 
of the latter 18th century colonial 
period. The brass door knobs are the 
same as used in the restoration of 
Williamsburg, Virginia. 

The private office of Harvey D. Gib- 
son, president, is built of old pine ac- 
tually removed from an English room 
in Hook Hall, Yorkshire, England, dat- 
ing about 1710. The four small brass. 


Executive floor of the Manufacturers Trust Company, New York, after recent 
remodeling. 
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two-light sconces are reproductions of 
old ones of the same period. The office 
of Henry C. Von Elm, vice-chairman of 
the board, is adapted from an 18th cen- 


tury colonial room in Alexandria, Vir- 
ginia, which is now in the American 
Wing of the Metropolitan Museum of 
Art. 


Dangers of faesimile 
signatures 


HE increasing use of facsimile sig- 
java on checks by bank deposi- 

.tors presents dangers to banks and 
the American Bankers Association has 
been giving considerable study to the 
problem. It is important that when 
banks allow customers to sign checks 
in this manner, that they be protected 
by resolution on a standard form of 
waiver against both unauthorized and 
forged facsimile signatures. 

In order to work out a uniform reso- 
lution, the Bank Management Commis- 
sion secured copies of resolutions being 
used by clearing houses and, in co- 
operation with the Legal Department, 
drew up a form of resolution. This 
form was submitted to the Bank Man- 
agement Commission at the Houston 
Convention and was officially approved 
by the commission. 


In order to prevent the shifting of 
accounts from one bank to another, it 
is important that all banks adopt the 
resolution and have it signed by any 
customers signing checks with facsimile 
signatures. 


It is to be hoped that each group 
association will give this matter con- 
sideration at an early meeting with a 
view to its adoption by all member 
banks in order that each may be af- 
forded the protection which such a 
resolution provides through having it 
duly signed by depositors using fac- 
simile signatures on checks. A copy of 
the proposed resolution follows. 


» Secretary of 
a corporation organized 
and existing under the laws of the State 
of » do hereby certify that, at 
a meeting of the Board of Directors of 
said corporation duly held on the 
day of 19...., at which a 
quorum was present and acting through- 
out, the following resolution was adopted 
and is now in full force and effect: 
RESOLVED: That the 
Bank as a designated depositary of this 
corporation be and it is hereby requested, 
authorized and directed to honor checks, 
drafts or other orders for the payment of 
money drawn in this corporation’s name, 
including those payable to the individual 
order of any person or persons whose name 
or names appear thereon as signer or sign- 
ers thereof, when bearing or purporting to 
bear the facsimile signature(s) of any 
of the following: 


Bank shall 
be entitled to honor and to charge this 
corporation for such checks, drafts or other 
orders, regardless of by whom or by what 
means the actual or purported facsimile 
signature or signatures thereon may have 
been affixed thereto, if such signature or 
signatures resemble the facsimile specimens 
duly certified to or filed with the 

Bank by the Secretary or other 
officer of this corporation. 

IN WITNESS WHEREOF, I have 
hereunto set my hand and the seal of said 
corporation this 
Be cise 


Secretary 
(Corporate Seal) 
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Annual meeting of the Cleveland 
Trust Company 


T the bank’s annual stockholders’ 

meeting held on January 18, I. F. 

Freiberger, vice-president and 
member of the executive committee, was 
elected a director of the Cleveland 
Trust Company. 

Mr. Freiberger has been with the 
bank’s trust department for 37 years, 
during which it has grown until it now 
administers one of the largest accumula- 
tions of trust funds in the United States. 
He is a past president of the Chamber 
of Commerce and an officer or director 
of many leading corporations. All other 
directors were re-elected. 


HARRIS CREECH 


Increased trust business and a satis- 
factory and growing volume in the new 
personal loan department which started 
December 1, were reported by Presi- 
dent Harris Creech. Earnings of the 
bank, like those of most banks in 1938, 
were less than in the previous year, he 
announced. 

“The Corporate Trust Department 
handled an exceptionally large volume 
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of business during 1938 and maintained 
its earning position,” Mr. Creech stated 
in his report. “The Estates Department 
also made satisfactory progress and 
placed many large new trusteeships on 
its books. Deposits increased moder- 
ately, due to a larger volume than usual 


I. F. FREIBERGER 


of temporary deposits for the retire- 
ment of called bonds.” 

Total net income of the bank, includ- 
ing recoveries, was approximately 
$2,761,000, he said, before transfer to 
surplus, reserves, etc. This compares 
with $3,611,000 in 1937. Net operat- 
ing earnings were approximately 
$1,908,000, compared with $2,345,000 
in 1937. 

During the year, Mr. Creech reported, 
the bank retired $201,000 of capital 
notes and set aside an additional $111.- 
500 for further retirement on Febru- 
ary 1. In addition to setting up re- 
serves the bank transferred $276,000 to 
surplus and paid $2 a share in divi- 


dends. 
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“We continue to have greater excess 
cash reserves than are required,” Mr. 
Creech said, “and interest rates on loans 
and “investments: are still abnormally 
low. In addition to offering the usual 
bank services to business, including 
seasonal and warehouse loans and ex- 
port and import financing, we are en- 
deavoring to make limited numbers of 
capital loans to be repaid serially over 
periods of not more than five years. 
We are making special efforts to extend 
housing loans for new buildings and 
improvements, and this is a field in 
which there are good prospects for ex- 
pansion in 1939.” 

Commenting on general conditions, 
Mr. Creech said: “The year 1938 is 
noteworthy in the history of banking 
because it was the first depression year 
in the long business annals of this coun- 
try in which bad business conditions 
resulted in almost no major credit prob- 
lems except those arising from the un- 
satisfactory railroad situation.” 

At the board meeting following the 
stockholders’ meeting, all of the officers 
were re-elected and the following pro- 
motions in the official staff were an- 
nounced : 


To assistant vice-presidents: E. A. 


Branch, C. A. Brown, and Loren Whit- 


tington. Mr. Branch is in the real es- 
tate loan department, Mr. Brown in the 
branch management department, and 
Mr. Whittington is statistical assistant 
to Col. Ayres. 

To assistant treasurers: Walter H. 
Kurtz, real estate loan department; 
P. H. McClelland, formerly manager of 
the St. Clair-79th office. Following the 
previously announced consolidation of 
this office with the one at St. Clair-55th 
about February 18, Mr. McClelland will 
be stationed at the combined bank. 

To assistant trust officer: Robert M. 
Clements of the estates department. 

To branch manager: J. R. France, 
formerly assistant manager at St. Clair- 
40th office, to manager of East 55th- 
Linwood. A. C. Byrne, manager at 
East 55th-Linwood becomes manager of 


the Waterloo Road office, relieving 
F. F. Oster, who had been in charge of 
two offices and continues as manager 
of East 152nd-Pepper office. 

To assistant branch managers: J. L. 
Buck, Woodland-55th; C. E. Schaedel, 
Broadway-Harvard office. 

To assistant counsel: 
Stark. 

To assistant manager of the special 
loan department: Harry L. Staten. 

To branch inspector: W. H. Sherman 
of branch management department. 

To assistant comptroller: J. Ross 
Rothaermel. 


Hawley E. 
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SHARING WORK IS DEFLATIONARY 


SHARING the work, is a deflationary 
policy. It should apply only in a great 
emergency. It is economically unsound 
and socially undesirable. It is most 
unfair to all workers. It tends to re- 
duce all to a level of mediocrity. All 
have less. It reduces the spread be- 
tween the essential cost of living and 
income. And to that spread we must 
look for purchasing power to make pos- 
sible more things for our workers— 
more luxuries—and for increased em- 
ployment for more workers, necessary 
to produce the additional goods and 
services incident to this higher standard 
of living, and to absorb the job losses 
due to better technology. Here is what 
we must do. Distribute the available 
work among that number of workers, 
and no more, who can be assured the 
desired standard hours of employment 
for the maximum possible part of the 
year. Only by so distributing the work- 
ers’ share can we insure the maximum 
employment for the greatest number. As 
we reduce the standard working week, 
while we move toward greater leisure, 
we must accept a lower standard of liv- 
ing. Unless again, the economic effect 
is otherwise offset—unless productivity 
is maintained and increased.—Alfred P. 
Sloan, Jr., chairman, General Motors 
Corporation. 
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INVESTMENT 


and FINANCE 


Edited by OSCAR LASDON 


THE BUDGET BUNGLE 


N his annual budget message to 
Congress, President Roosevelt out- 
lined a financial program which, if 

carried out in its entirety, would result 
in a net deficit of over $3,300,000,000 
for the fiscal year starting July 1, 1939. 
This figure represents but slight im- 
provement over the $4,000,000,000 
deficit estimated for the 1938-39 period. 

The Administration apparently views 

the problem of continuing deficits with- 
out visible alarm. The contents of the 
President’s message reveal the expecta- 
tion that a balanced budget may 
eventually be achieved through higher 
tax receipts; there is a pious hope that 
the national income will increase to the 
$80,000,000,000 level which prevailed 
in 1929 and that a proportionate rise 
in Government revenues will occur. 

However, it must be realized that, as 

expenditures have been running at the 
rate of $9,000,000,000 annually, even 
this anticipated boom would not make 
it possible to meet current disbursements 
out of tax returns. Under such cireum- 
stances, prospects of balancing the 
budget seem a Pollyannish presump- 
tion; the thought of debt retirement 
appears to find its place only among 
the fantasies of Alice in Wonderland. 

In the light of these developments, 

one wonders whether it is not time to 
sit back and reflect. Where is this 
budgetary situation leading the nation? 
When is it going to stop—if ever? 
Should we continue to regard with com- 
placency a program which violates all 
precepts of sound economy? Must we 
condone the financial looseness of the 
past six years as the only possible solu- 
tion to our economic ills? Shall we be 
lulled into a false sense of security by 
the plausible sophistry of “monetary 
experts” who would have us believe 
that uncurbed spending is a cure rather 
than a curse? 
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At this point we might profitably re- 
fer to a report prepared last year for 
the Lloyds Bank Monthly Review by the 
well known Lionel Robbins of the Uni- 
versity of London. Although Professor 
Robbins’ presentation specifically dealt 
with the long-term budget problem of 
the British Government, his remarks 
may be pertinently applied to our own 
domestic situation. 

In discussing the anticipated deficits 
of the British Government, Professor 
Robbins stated that “. . . it would be 
entirely wrong to present the difficulties 
that are likely to arise in the next year 
or so as in any sense catastrophic. The 
national credit is strong. Savings are 
sufficiently large to make it possible to 
borrow much for rearmament without 
any immediate danger of inflation or a 
rise in interest rates. And if it is found 
necessary to borrow still more to 
finance a falling off in the yield of 
taxation, it is probable that that could 
be done too—at any rate by a Govern- 
ment that was generally trusted. 

“During the Great War of 1914-18 
it was often suggested that the financing 
of expenditure by loans had the effect 
of throwing the burden on the shoulders 
of posterity. Taxes were paid out of 
present resources, it was held; loans 
drew on the future. 

“Now this view was erroneous. There 
is no such simple choice for society. 
Whether extraordinary expenditure is 
raised by taxes or loans, the cost of 
such expenditure is the sacrifice of 
other things which might otherwise 
have been produced at the same time. 
In the case of loans, this sacrifice was 
borne by the lender: in the case of taxes 
by the taxpayer. The idea that the 
wealth of society of the future can be 
anticipated by the simple expedient of 
substituting loans for taxes is a fallacy. 
And expert discussion of these matters 
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has long quite rightly emphasized this 
point... .” 

Continuing his remarks, the eminent 
monetary authority pointed out that 
“To borrow rather than to tax may be 
necessary in certain emergencies. It 
may avoid difficulties now which are 
greater than the difficulties it creates 
later on. But it does create difficulties, 
and there is danger that, if it is re- 
sorted to extensively, these difficulties 
may be considerable. Only if there is 
reason to expect considerable growth in 
the national real income, can growth 
in the total debt be viewed with 
equanimity. 

“Now some growth in the national 
income as time goes on is certainly to 
be expected. This will show itself either 
by way of reduced prices at constant 
money incomes, or by way of money 
incomes rising faster than prices. In 
either case higher taxation will be, to 
that exent, easier to bear. . . .” 


But here Professor Robbins strikes a 
warning note. “At the same time,” he 
cautions, “it is all too depressingly 
clear that any further increase in lia- 
bilities starts from a level which is al- 
ready somewhat precarious. It is at 
least arguable that, in a free economy, 
the higher the proportion of the national 
income which goes as taxation, the 
greater is the probability of fluctuations 
in yield and the greater, therefore, the 
probability of disturbances in the run- 
ning of the national economy arising 
from such fluctuations. It is all very 
well to say that with a properly planned 
budgetary system these disturbances 
need not arise. The fact is that even 
the best of budgetary plans are likely 
to go wrong and that the larger the 
budget the more difficult it is to fore- 
cast what happens independently of the 
budget. The experience of the last few 
years in the United States and else- 
where seems to suggest that, once 
budgetary expenditure reaches a certain 
status in the national economy, it tends 
to supplant other forces as the pace- 
maker of the whole system; the inde- 
pendence of the free forces is suspended. 
It is yet possible that, if public ex- 
penditure passes a certain level, the 
state may be compelled to take over 
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the conduct of the rest of the econoimic 
system in order to keep things going 
at all. It is not certain that this is 
inevitable. But what is happening al- 
ready elsewhere gives at least some 
plausibility to the conjecture.” 

The article notes that “recognition of 
all this has led many to the conclusion 
that the only practical way out is a 
measure of price inflation. If prices 
rise, it is held, the yield of taxation 
will increase and the relative burden 
of expenditure will diminish. . . . 

“But here, as elsewhere, it is neces- 
sary to keep some sense of proportion. 
If prices rise, costs will rise also. The 
yield of taxation will increase. But so 
will the expenses of government. We 
may expect that, for some time, the 
salaries of government servants will not 
rise commensurately with the rise in 
prices. But in the long run only that 
part of the expenses of government 
which consists of fixed interest on 
long-term debt will be unaffected. (In- 
terest on short-term debt might very 
well rise considerably.) A rise of 20 
per cent. in prices would reduce the 
relative burden of taxation in like 
measure. If we take the proportion 
of debt charges to total expenditure to 
be one-quarter of the whole, it will be 
seen that if other charges rose with 
prices the relief would not be more 
than of the order of 5 per cent.1 To 
achieve a sensible relief in this way 
prices would have to rise very much 
higher. 

“Moreover, quite apart from the gen- 
eral disturbances and dislocations which 
we must expect to accompany a large 
rise in prices—labor troubles, specula- 
tive booms and collapses and the like 
—this method of budget easement is in 
effect partial repudiation. Such methods, 
to put it mildly, have their drawbacks. 
It is all very well to say that history 
shows that, when debt becomes too 
heavy, price inflation has been the way 
out. This is true. But it is also true 


1Interest requirements on our national 
debt are roughly estimated at one billion 
dollars, or about one-ninth of the Federal 
budget. Following Professor Robbins’ logic, 
a relief of about 4 per cent. would result. 
(We do not necessarily agree with Prefes-- 
sor Robbins’ hypothesis.) 
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that it has been a way out which has 
been in effect a discriminating capital 
levy on those who held Government 
fixed interest bearing securities. it is 
also true that, as recent history shows, 
the impoverishment of the savings 
classes in this way carries with it. its 
own legacy of political instability and 
disturbance.” The experience of nations 
which wiped out their war debts by 
raising prices does not suggest that this 
method is altogether without disadvan- 
tages.” 

It is about time we stopped regard- 
ing the illusions of financial legerde- 
main as self-evident truths. A correction 
of policy is needed. But unless we 
ourselves are firmly convinced of its 
necessity, it would be futile to attempt 
to stress the desirability of a change to 
those in charge of the national welfare. 


*Italics ours. 
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SAVINGS BANK INVESTMENTS 


Prior to the depression, New York 
State banking law provided, as a test 
of eligibility for savings bank invest- 
ment, the ability of steam carriers to 
cover fixed charges by a ratio of at 
least one and one-half to one for five 
years out of the preceding six year 
period, including the most recent year. 
During the depression, emergency legis- 
lation dispensed with these require- 
ments. 1938 witnessed the old re- 
quirements being reinstated, modified, 
however, to the extent that earnings over 
the 1931-37 period, if equal to fixed 
charge coverage, might be substituted 
for the old ratio. In accordance with 
this revision, approximately $3,200,- 
000,000 of railroad securities formerly 
eligible for purchase, were removed 
from the “legal list.” 

Now, it appears as though many more 
issues will be dropped, as the changes 
legislated in 1938 also specified the 
necessity of a one and one-half to one 
ratio coverage in that year. Thus, while 
the total of rail obligations eligible for 


savings bank investment was pared 
some 48 per cent. last July 1, further 
reductions appear probable. Unless the 
existing statute is amended during the 
next few months, only a handful of car- 
riers will still grace the legal list. Bonds 
of the Reading, the Bangor & Aroostook 
and the Duluth, Missabe & Northern 
seem destined to be removed. The 
Union Pacific and the roads traversing 
the Alleghany area, such as the Nor- 
folk & Western, the Chesapeake & Ohio 
and the Virginian, will be among the 
main survivors. The matter is now re- 


ported to be receiving the attention of 
the State Banking Department which is 
considering the advisability of further 
changes. 


© 
WHY BUDGET? 


In times like these when balancing a 
budget is the thing apparently farthest 
from the mind of governments, both 
city, state and national, it would seem 
the part of duty for the banking pro- 
fession to bring the great masses of 
people back to a righteous manner of 
thinking concerning their own affairs. 

There is little doubt that our govern- 
mental fiscal policy has a profound ef- 
fect on great masses of people. Most 
people know you can’t spend more than 
you make for very long. Still it’s be- 
ing done, so why not me? This effect 
is multiplied and the momentum of the 
insidious thing increases almost geo- 
metrically until the result must surely 
be a total disregard for credit standing 
and a proper fiscal policy. 

It would seem the valorous part of 
duty for the banking profession to ad- 
vance a means for rehabilitating a 
slowly disintegrating regard for credit 
standing. The banker should once 
again become the financial advisor, not 
only of business, but even more im- 
portant, of the individuals who com- 
prise the purchasing power on which 
business, and from thence the banker, 
survives—W. F. H. in The Denver 
Banker. 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY 


ORLD conditions in the first 

month of 1939 showed few 

changes from previous months. 
The wars in Spain and China have con- 
tinued, the Prime Minister of Great 
Britain has conferred with the Premier 
of Italy—with apparently no startling 
results—the President of the United 
States has asked for an appropriation 
of $552,000,000 for national defense, 
and the aftermath of the December Pan- 
American Conference seems principally 
to indicate a fresh affirmation of a 
policy of “solidarity” among the twenty- 
one republics represented at the confer- 
ence. France and Italy are involved in 
some territorial controversies not yet 


settled. 


a 


Great Britain Losing Brazilian Trade 


COMMENTING on Anglo-Brazilian Trade, 
The Statist finds that Germany is mak- 
ing strong inroads in the Latin-Ameri- 
can markets, and as supporting this 
statement a table is published showing 
that Brazil’s imports from Great Britain 
had fallen (in percentage) from 20 per 
cent. in 1932 to less than 10 per cent. 
in 1938, while the imports coming from 
Germany rose in the same time from a 
little more than 8 per cent. to more 
than 24 per cent., or about the same 
as that of the United States for 1938. 


London Stock Exchange Securities 


AccorpiInc to the London Bankers 
Magazine, there has been a depreciation 
in market values of 365 representative 
stocks dealt in on the London Stock 
Exchange of £489,000,000 in 1938, and 
£662,000,000 in 1937, or an aggregate 
of £1,151,000,000. But, as will be seen, 
the falling off was much less severe in 
1938 than in 1937. 


“ 


Equalization Fund Reimbursed 


Due to the large withdrawals of gold 
from England in recent months, due to 
the war scare of last summer, it has 
been found prudent to increase the Brit- 
ish Equalization Fund by some £200,- 
000,000 drawn from the Bank of Eng- 
land. It is inferred that this will result 
in a considerable increase in the fidu- 
ciary circulation of the bank. 


— 


Politics and the Currency Policy 


From the following (George R. Lloyd 
in The Statist, December 31, 1938), it 
would appear that in some respects 
Great Britain is being subjected to cur- 
rency experiments scmewhat resembling 
those in the United States: 


Christiania Bank og Kreditkasse 


Oslo, Norway 


Telegraphic address: Kreditkassen 


Founded 1848. 


First established 
private bank in 
Norway 


BANKING BusINESS OF EVERY 
DESCRIPTION TRANSACTED 


Paid up capital 
and reserve funds 
Kr. 40,000,000 


New York Agents: 


The National City Bank, Guaranty Trust Company, Irving Trust Company and 
The Chase National Bank 
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CAPITAL 
Authorized P10,000,000.00 @y¥} 
Fully Paid P6,750,000.00 
(US$1.00=P2.00) 


CABLE ADDRESS: BANCO 


HEAD OFFICE: MANILA 


BRANCHES 
Cebu, Iloilo, Zamboanga 


KI1GHTY YBARS 
and more of experience and familiarity with local business conditions have placed our organization im an 


exceptionally favorable position to undertake commercial 


ing, fiduciary and trustee business of every 


description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


It is contended that wages and the prices 
of nearly everything used in industry have 
increased to so formidable an extent that 
a monetary policy or currency that was 
adequate in the first decade of the present 
century is quite useless now and, in fact, 
comparison is quite impossible. Now we 
submit that this is the weak point of our 
system where politics are allowed to domi- 
nate currency policy or if the term is pre- 
ferred fiduciary policy. . . . Currency policy 
directed by three international Treasuries 
is like an army under the control of a 
foreigner where the military objective tends 
to be subordinated to the wishes of those 
who control the army. In other words, the 
difficulties of the politicians in coming to 
any common understanding result in fluctua- 
tions in the exchanges and in our case the 
weakness. of sterling... . 

Is it true that the condition of the wage- 
earning classes has been really improved? 
What has really happened is that the trades 
unions have succeeded in greatly increasing 
wages particularly in what are called the 
“sheltered industries.” The railways, for 
example, are in such a plight that they have 
ceased to be, at least for the present, an 
economic proposition. This has led to the 
necessity of bolstering up nearly every in- 
dustry with governmental assistance in 
some form, The building boom, for example, 
was purely artificial and depended for its 
continuance not upon an economic demand 
‘but on the belief that its continuance was 
politically expedient. 

Unemployment continues here and in all 
the countries that have followed our example 
twenty years after the conclusion of the 
European war. Enterprise in the demo- 
‘cratic countries is, therefore, checked. Can 
such a system have any reasonable hope of 
‘continuance? Is it reasonable to expect a 
‘sound economic policy if our currency 
‘policy, which is an important part of the 
scheme, is to be directed by people who 
‘owe their position almost wholly to their 
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adroitness in the management of the caucus. 
What is sterling without a gold basis? It 
is a scrap of paper depending for its value 
upon the credit of the Government and 
fluctuates with that credit. 


British Foreign Trade 


WHILE in 1938 both imports and ex- 
ports fell off as compared with 1937, 
the largest decrease was in imports, the 
balance of imports having declined by 
some £43,000,000 as compared with 
1937. 


~~ 
Increase in Savings 


REVIEWING the national savings move- 
ment, Industrial Britain reports that the 
national savings in the postoffice savings 
bank, trustee savings banks and national 
savings certificates (the latter introduced 
in 1916), have grown from a total of 
£277,600,000 in 1913 to £1,433,600,000 
in 1938, and the per capita from £6 to 
£30. 


~~ 


France 


FRANCE is showing: marked signs of 
financial and economic improvement, 
the franc remaining fairly steady, and 
a large repatriation of capital is taking 
place. There has been, quite recently, 
a significant conversion of large out- 
standing foreign loans at reduced in- 


terest. The position in foreign trade 
and in unemployment is also more 
favorable. As somewhat counterbalanc- 
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ing these improved conditions, is the 
political tension still existing with Italy. 


Germany 


GERMANY is making such efforts to 
speed up industrial production and 
armaments, that many farm laborers 
are being withdrawn from agricultural 
production to go into the lines indi- 
cated. The formation of new capital 
in the country is estimated at 10,190 
million marks in 1938 compared with 
6308 million in 1937, 


Italy 


[raty’s foreign trade deficit, though 
still large, is showing a marked de- 
crease in the 1938 figures as compared 
with the previous year. It is claimed 
that the political crisis of September 
reacted but little on Italian business ac- 
tivities. Production is generally in- 
creasing, and the price index does not 
show any recent marked change. 


Poland 


PoLAND’s foreign trade for the eleven 
months of 1938 showed a decline in 
exports of 25,183,000 zlotys compared 
with the same period in 1937, and an 
increase of 44,804,000 zlotys in imports. 


Turkey 


REVIEWING the progress of the country 
under the late President Kemal Ataturk, 
the Monthly Circular of the Ottoman 
Bank says: 


From 140 millions of Ltq. in 1924, the 
total of the ordinary budget passed to 250 
millions of Ltq. in 1938. The supplementary 
budgets as well as those of the vilayets and 
municipalities showed a similar increase, and 
this was also the case with the extraordinary 
budget which in 1938 amounted to 58 
millions. 

Owing to the equitable distribution of 
taxation, the judicious utilization of credits 
in favor of the national economy and by 
the arrangements made with regard to the 
external debt, the limit of the country’s ca- 
pacity is far from having been reached. 
The fiscal effort required to assure the 
balancing of the budget barely exceeds 400 
nillions of Ltq. for a national revenue esti- 
mated in 1937 at Ltq. 1,330,000,000. 
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Banking, which employs the private capi- 
tal of the country, and also certain budg- 
etary credits, has developed in a remarkable 
way. New establishments have been created 
which specialize, each in one particular 
branch: the Sumer Bank for the execution 
of the industrial programme in general, the 
Eti Bank for the exploitation of mining re- 
sources, the Deniz Bank for the develop- 
ment of maritime affairs, while the existing 
establishments, the Central Bank of Tur- 
key, the Is Bankasi, the Banque Agricole 
and the Banque Immobiliere have extended 
their activities. 

Savings deposits in some 40 national banks 
passed from Ltq. 5,767,000 in 1924 to Ltq. 
78,475,000 in 1937 and total deposits from 
Ltq. 13,157,000 to Ltq. 219,803,000. 


Sweden 


SWEDEN is showing a gain in general 
production, with building enterprise 
very active, employment high, and an 
increase in public confidence as to the 


future. 
~_ 


INTERNATIONAL 
BANKING NOTES 


British Overseas Bank LIMITED.—At 
the annual general meeting of share- 
holders, December 14, the directors sub- 
mitted a report showing that the profit 
(year ending Oct. 31), after making 
customary allowances, was £29,822, to 
which was to be added £71,601 brought 
forward from last account. There was 
allotted to contingencies account £20,- 
000, and £81,423 carried forward. The 
term of Duncan A. Stirling, deputy 
chairman, having expired, Louis E. 
Meinertzhagen was appointed his suc- 
cessor. 


Miptanp Bank LimiTED.—Net earnings 
for the year 1938 were £2,445,671, to 
which was to be added £591,044 brought 
forward. After providing for two divi- 
dends at the rate of 8 per cent., there 
was allocated to the reduction of bank 
premises account £150,00, and £500,- 
000 to reserve for future contingencies, 
leaving £628,315 to be carried forward. 


Guaranty Trust Company (New 
York).—The bank has announced the 
appointment of Wilfred G. Soltau as 
secretary of its Antwerp office. 
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SERVING CITY AND COUNTRY ALIKE 


BANK OF MONTREAL 


Established 1817 
OVER 500 BRANCHES IN CANADA 
Head Office: Montreal 


New York Agency: 64 Wall St. 


Chicago Office: 27 South La Salle St. 


rancisco Office: 333 California St. 


Current conditions in Canada 


HE Monthly Letter of the Bank of 

Montreal dated January 23, 1939, 

comments as follows on_ the 
Canadian situation: 

“The unusually mild weather which 
prevailed from Christmas until mid- 
January upset the calculations of mer- 
chants, as it adversely affected the sales 
of warm clothing, winter sporting goods 
and fuel. Christmas trade in general 
was below the level of the previous 
year, and the sales of department stores 
in December showed a decline of 3 per 
cent. in dollar volume as compared with 
December, 1937. A favorable factor as 
the New Year begins is the persisting 
improvement in business conditions in 
the United States which should make 
its influence felt in the form of in- 
creased purchases of Canadian products. 
The impending visit of Their Majesties 
is also certain to stimulate business in 
various directions. Thanks to the mild- 
ness of the weather, dairy production 
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has been at a higher level than usual. 
At the present time the work of pre- 
liminary organization for the  pro- 
gramme of airplane construction in 
Canadian plants for the British Govern- 
ment is well advanced and the’ actual 
work of building the planes will soon 
begin. A general steadiness in under- 
lying conditions is shown by a report 
of the Ontario Hydro-Electric Power 
Commission that in December its pri- 
mary and _ secondary power loads 
showed a gain of 9 per cent. over the 
figure for December, 1937, the gains 
having been continuous for _ five 
months.” 


REVIEWING general conditions in its 
Monthly Commercial Letter for Janu- 
ary, the Canadian Bank of Commerce 
notes a slight decline in industrial ac- 
tivity for the preceding month. The 
most marked decline was in pulp and 


THE BANKERS MAGAZINE for February, 1939 





paper, electrical equipment, mineral 
and chemical groups, with a moderate 
recession in the food, clothing, wood 
products and iron and steel trades, with 
strong advances in the automotive and 
allied industries. But these declines 
came after marked gains in November, 
including various heavy industries. It 
is estimated that western farm income 
(September 1 to November 30) was 
$165,000,000, or about $25,000,000 
greater than for the same time in 1937. 


—_— 


Royal Bank Meeting 


ADDRESSING the annual meeting of the 
Royal Bank of Canada held last month, 
Morris W. Wilson, president and man- 
aging director, said: 

“Canada is a fortunate country. Dur- 
ing the past century there have been 
more years when business in Canada 
has been on the up-grade or when pros- 
perity has prevailed, than in any other 
part of the world. This fact. was 
brought out in a careful study which 
analyzed the activity of business in each 
important country. During 1936 the 
rate of recovery in Canada was phe- 
nominal, and the high level attained in 
that year was maintained in 1937. In 
spite of the moderate recession at the 
end of the year, induced by uncertainty 
of the business outlook in the United 
States, the volume of activity in most 
lines of business compares not unfavor- 
ably with the record year 1929, and 
in many lines, particularly mining, new 
high records have been established. 

“It is a pleasure to state that the 
bank has shared to the full in this re- 
covery. The financial statements sub- 
mitted to you today testify to that. 
Healthy development has taken place in 
all departments of our business, and 
the gain in earnings, while moderate, 
is encouraging.” 

Discussing the bank’s balance sheet, 
Sydney G. Dobson, general manager, 
said: 

“Total assets are now $869,538,000, 
an increase during the year of $14,000,- 
000. Quick assets amount to $514,671,- 
000, or 65.53 per cent. of liabilities to 
the public. This ratio is practically 
unchanged from last year. Cash and 
checks on hand or on deposit with the 
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Bank of Canada and other banks total 
$168,639,000. Dominion and Provin- 
cial Government bonds aggregate $245,- 
606,000, of which $95,745,000 mature 


within two years. 


“We have continued the policy of 
maintaining the bulk of our investments 
in short-date maturities, only a neg- 
ligible amount having over ten years 
to run. Public securities other than 
Canadian increased*$14,000,000 to $25,- 
927,000, represented chiefly in United 
States Government securities. 


“After an almost unbroken down- 
ward trend since 1929, it is pleasing 
to be able to report an increase in com- 
mercial loans in Canada of $10,000,000, 
the total now being $185,407,000. While 
the increase is modest in comparison 
with the substantial increase in busi- 
ness activity during the year, it is in 
sharp contrast with our experience from 
1929 to 1936. During the period of 
recession in business which ended in 
1933, bank loans declined rapidly. In 
the succeeding period, when business 
was on the up-grade, bank loans con- 
tinued to decline, though at a somewhat 
slower rate, due to liquidation of spe- 


cial situations and marketing of the 
large wheat carry-over. It was not until 
the past year that bank loans began to 
reflect business improvement, though it 
is evident that a large proportion of 
current requirements has been financed 
by industries themselves without re- 


course to bank borrowings. During 
slack times inventories and receivables 
are reduced and converted into cash or 
liquid investments, which are available 
and are now being used to handle in- 
creased business. Commercial loans 
abroad show little change and stand at 
$101,000,000. 

“Call loans in Canada, in line with 
the recent recession in the market value 
of securities, declined $7,000,000 to 
$19,392,000. Call loans abroad, amount 
to $10,000,000, are also lower by 
$4,000,000. 

“Total deposits reported are $756,- 
089,000. Notwithstanding the  with- 
drawal, as anticipated, of the special 
$20,000,000 deposit referred to at our 
last annual meeting, our deposits show 
an increase of $10,000,000 for the year, 
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which we consider a satisfactory show- 
ing. 

“It is interesting to note that during 
the depression period deposits reached 
their low point at March 31, 1933, when 
they were $566,000,000. It will thus 
be seen that during a period of slightly 
over four and one-half years there has 
been an increase of $190,000,000. 

“It is gratifying to be able to report 
a further increase in profits, the im- 
provement this year being $207,138, or 
a total of $3,711,379, after provision 
for all taxes. Adding to this sum 
$1,913,796 carried forward from the 
preceding year, we have a total of $5,- 
625,176 to be dealt with. Dividends 
paid amounted to $2,800,000; a con- 
tribution of $300,000 was made to 
Officers’ Pension Fund Society, and 
$200,000 was written off bank premises, 
leaving $2,325,176 to be carried for- 
ward to profit and loss account. Due 
to the higher average age of the staff, 
demands upon the pension fund have 
increased. To meet this situation the 
salary assessment was advanced during 
the year to 5 per cent. annually, and 
your directors have authorized an in- 
crease of $100,000 in the bank’s annual 
contribution, as compared with previous 
years, to match the increased amount 
paid by the staff. I am sure that this 
will meet with your approval.” 


“ 


Bank of Nova Scotia 


Tue Bank of Nova Scotia reports all- 
time year-end high figures for total 
assets and deposits, and earnings almost 
unchanged from the preceding year, in 
the annual statement for 1938. 

Total assets as of December 31, 1938, 
were $309,305,815, an increase of $9,- 
826,113 from December 31, 1937, and 
deposits were $253,291,054, a gain of 
more than $10,000,000. Earnings were 
well maintained and amounted to 
$1,980,770 for 1938 after deductions 
for Dominion and Provincial taxes of 
$535,878, a decline of only $1370 from 
the 1937 profits. Out of earnings the 
bank paid dividends of $1,440,000, con- 
tributed $185,000 to the Officers’ Pen- 
sion Fund, wrote $250,000 off bank 
premises, and carried $105,770 to profit 
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and loss, the latter 
$1,021,226. 

Cash assets, consisting of current 
coin, legals, notes of and deposits with 
the Bank of Canada, notes of other 
banks, United States and foreign cur- 
rencies, amounted to $33,010,246 on 
December 31, 1938, practically un- 
changed from 1937, while quick assets 
amounted to $191,351,693, also little 
changed from the year before. Cash 
assets represented 12 per cent. of the 
total liabilities to the public, and quick 
assets amounted to 70 per cent., a 
strong liquid position that has char- 
acterized the bank’s statement for many 
years. 

Noninterest bearing deposits by the 
public as of December 31, 1938, showed 
an increase of $8,468,676 during the 
year, and interest bearing deposits 


gained $873,223. 


making figure 


~—_ 


Toronto Bank Meeting 


Joun R. Lamp, president of the Bank 
of Toronto, told its shareholders at their 
annual meeting that “abandonment 
of past precepts in public finance” 
might ultimately bring about large- 
scale devaluation of debts, conscription 
of productive resources or inflation of 
prices. 

Surveying world political and eco- 
nomic trends, the bank had reported 
that in Great Britain it was mainly 
spending for armaments beyond the 
tax-paying ability of that nation and 
therefore financed in part by loans;- in 
the United States the emphasis was on 
social services but armament was now 
being added, and in Canada large 
deficits had appeared in recent years 
and tax resources had been utilized 
about to the limit. 

“The situation,” Mr. Lamb said, 
“constitutes a bar to that confidence 
and long-term planning which has been 
the basis of growth in the past, and the 
net result is not satisfactory to either 
the worker or the investor.” He em- 
phasized the disturbing effect that suc- 
ceeding European crises are having on 
business and added: “While the current 
trend is favorable, one could wish for 
a greater degree of assurance concern- 
ing the long-term outlook.” 
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Annual meeting of the Canadian 
Bank of Commerce 


HE recent industrial development 
Tor Canada has placed that country 

in a position of economic strength 
calculated to successfully withstand ex- 
ternal disturbances, it was stated by 
S. H. Logan, president of the Canadian 
Bank of Commerce, at the seventy- 
second annual meeting of the share- 
holders held December 13. Commenting 
on Canada’s shift during the last decade 
from a predominantly agricultural 
economy to one based on a combination 
of agriculture, mining and manufactur- 
ing, Mr. Logan said: 

“We should consider ourselves most 
fortunate in having suffered so little 
from the serious external disturbances 
of the past year, and fortunate too in 
having already regained some of the 
ground lost in that period. It would 
be a most superficial view, of course, 
to regard this resistance to unfavorable 
factors abroad and the ability subse- 
quently to resume progress as due 
merely to fortuitous circumstances. A 
remarkable transformation of Canadian 
economy has given this country greater 
strength than ever before to withstand 
depressing influences and has added 
materially to its recuperative powers.” 

Agriculture, Mr. Logan pointed out, 
though still of prime importance, is no 
longer the sole support of Canadian 
economy. Mining, manufacturing and 
forestry have risen to positions of in- 
creasing importance and have provided 
much needed relief to the country’s 
railroads during the recent years of 
drought and poor crops. Canada’s for- 
eign trade was again reported at over 
a billion dollars, exports totaling 
$1,020,000,000 as compared with $1.- 
162,000,000 in 1937, a decline of 12 
per cent. largely attributable to de- 
creased exports to the United States. 
However, the favorable balance of trade, 
though reduced by over 20 per cent., 
remained at the high figure of $290,- 
000,000, an amount exceeding by a wide 
margin the sum required to meet the 


fixed charges on Canadian securities 
abroad. 

As the outstanding weakness in 
Canadian economy Mr. Logan named 
the excessive tax burden on real estate 
owners, which he blamed for the de- 
pression of the building industry. Sum- 
ming up the progress of the growing 
industries and the prospects for the 
future he said: “I am confident that if 
peace between the major powers can 
be preserved and we can continue to 
expand our export trade on reasonably 
satisfactory terms we shall experience 
substantially improved business condi- 
tions during the coming year.” 

A. E. Arscott, presenting the bank’s 
annual statement, reported total assets 
at $665,233,000 as compared with 
$650,899,000 a year ago, an increase 
of $14,334,000. Of these quick assets 
amounted to $409,038,000 or 66.63 per 
cent. of the bank’s total liabilities to 
the public. Dominion and Provincial 
securities maturing within two years 
were reported at $80,923,000, a reduc- 
tion as compared with the previous year 
of $8,207,000. In commenting on the 
decrease Mr. Arscott said: “We allowed 
some of our securities to run off with- 
out replacement in order to be in a 
position to meet the demand for loans 
required for handling the movement of 
wheat and other crops. We also con- 
sidered it prudent to be in a strong 
liquid cash position in view of the un- 
settled European situation.” 

The bank also carried in its portfolio 
other Dominion and Provincial secu- 
rities totaling $116,133,000, Canadian 
municipal securities $9,763,000, public 
securities other than Canadian, chiefly 
United States Treasury obligations, 
$27,771,000 and other bonds, debentures 
and stocks $25,000,000. Call loans in 
Canada at $15,481,000 showed a de- 
crease of $3,493,000 reflecting the liqui- 
dation which took place in the stock 
market at the time of the European 
crisis in September. Current loans and 


THE BANKERS MAGAZINE for February, 1939 155 





discounts in Canada at $163,508,000 
showed an increase of $14,032,000 
which reflects loans made to assist in 
moving the year’s larger wheat crop. 
The demand for loans for general busi- 
ness, Mr. Arscott reported, was not 
active during the year owing to the re- 
cession in trade during the first half 
of the year and the unsettled interna- 
tional conditions during the fall months. 

Net profits for the eleven months 
ending October 31, 1938, after deduct- 
ing Dominion and Provincial Govern- 
ment taxes and after appropriations to 
the contingent reserve fund, were put 
at $2,648,975. Total deposits rose to 
$578,013,000, showing an increase of 
$17,338,000. 

Outlining the development of the per- 
sonal loan department Mr. Arscott said: 

“We started making this type of loan 
in Toronto in June, 1936, and by the 
fall months of that year had its facil- 
ities available to all branches across 
Canada. This new service has been well 
received by the public as is shown by 
the rapid expansion of the department. 
In a little over two years we have made 
more than 108,000 individual loans 


aggregating in excess of $15,000,000. 
We are very gratified with the response 
to the efforts we have made to handle 


small personal loans. The record to 
date clearly indicates that we are pro- 
viding a really valuable service for 
those who require credit on the budget 
saving plan.” 

In refutation of the criticism so often 
hurled at banks in this country as well 
as in Canada to the effect that banking 
institutions deny accommodation to the 
small borrower in order to be able to 
make loans to large corporations, 
wealthy firms and individuals, Mr. 
Arscott pointed out that the Canadian 
Bank of Commerce during the past 
eleven months made loans, aside from 
personal loans, to more than 106,000 
borrowers in amounts of less than 
$500, the aggregate sum advanced being 
$16,168,000. He continued, saying: 

“With reference to the very large 
amounts paid by the banks each year 
in taxes, some governing authorities ap- 
pear to assume that banks can stand 
unlimited taxation, but it should be 
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manifest that the ability of the banks 
to pay taxes is strictly limited if they 
are to render adequate banking service 
throughout the Dominion. They are in 
no different position in this respect 
from other taxpayers. Higher taxes 
can only be met by increased profits ob- 
tainable by making heavier charges for 
the services which the banks render to 
the public or by curtailing those serv- 
ices by closing branches where earnings 
do not cover costs. There is no magical 
fund on which the banks may draw to 
cover taxes or other operating ex- 
penses.” 


During the eleven-month period the 
bank opened six branches, five of which 
were in mining districts, and closed 
thirteen at which prospects of covering 
the cost of operation appeared too re- 
mote to warrant their continuance. The 
business of six of these branches was 
transferred to local competitors in com- 
pensation for which the bank received 
the business of these competitors at 
seven other points from which they 
withdrew. 

To fill three vacancies on the board 
of directors caused by deaths during the 
year, the directors elected George R. 
Cottrelle of Toronto, formerly corpora- 
tion executive of the bank, Alfred N. 
Mitchell of Toronto, president of the 
Canada Life Assurance Company, and 
Allan E. Arscott, general manager of 
the Canadian Bank of Commerce. The 
three directors who died during the 
year were Thomas H. Wood, Rt. Hon. 
Lord Shaughnessy, K. €., and Sir John 
Aird. Sir John Aird had risen from 
the most junior position to that of gen- 
eral manager and finally to the presi- 
dency of the Canadian Bank of Com- 
merce. He was knighted by His Majesty 
King George V in 1917 in recognition 
of the services rendered by the bank 
to the British Empire during the war. 
He was also chairman of the Royal 
Commission on Radio Broadcasting 
and prominent in public life. 

At a meeting of the new board of 
directors Sir Thomas White, G. C. M. G.., 
was elected chairman of the hoard; 
S. H. Logan, president; Miller Lash, 
K. C., A. F. White and E. R. Wood, 
LL.D., vice-presidents. 
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ADVERTISING and PUBLICITY 


Edited by ROBIN E. DOAN 


Orange Bowl 


q To graphically dramatize the number 
of new accounts opened during 1938 
(14,005) the American National Bank 
of Nashville, Tenn., ran a four-column 
newspaper ad with a drawing of a foot- 
ball stadium at the top under which it 
headlined: “Almost 144 as many as at- 
tended the Orange Bowl Game.” That 
seems like a lot of accounts when you 
look upon these new customers in terms 
of football crowds. 


Widow to Wife 


q “Dear Irene—By all means say ‘No’ 
to Jim’s suggestion that he name you 
executor in his will. You'll have 
enough to worry about without getting 


all involved in court procedure, invest- 
ments and what not. Have him name 
a trust institution like Bill did for me. 
It’s left me free to take care of the chil- 
dren and some... .” Thus in fac- 
simile handwriting the Fidelity Union 
Trust Company, Newark, N. J., empha- 
sizes in newspaper advertising the ad- 
vantages of naming the Fidelity to 
administer estates with an appeal di- 
rected to wives. 


Stepping Up 


@In the American Banker’s annual 
rating of American banks arranged in 
order of size the American National 
Bank of Nashville, Tenn., is now in 
108th place. A recent newspaper ad- 
vertisement drives home the bank’s 
progress in recent years by showing a 
man ascending a stair case, the steps 
being labelled progressively: 1930- 
122nd in size; 1932-119th in size; 1934- 
116th in size; 1937-114th in size; 1938- 
108th in size. American National 
marches on! 


Quoting Thoreau 


q “A man is rich in proportion to the 
number of things which he can afford 
to let alone.” These lines penned by 
Henry David Thoreau in “Walden” in 
1854 are effectively used by the Old 
Colony Trust Company of Boston in a 
very attractive mailing piece pointing 
out the advantages of its investment and 
property management service to people 
of means. A beautifully printed two- 
page folder is headed with what appears 
to be a reproduction of an old wood 
cut of Thoreau writing at his desk— 
presumably in 1854. 


COLLATERAL LOANS 


*) PERSONAL 
LOANS 


LOANS ON 
RECEIVABLES 


The First National is ready to do more than accept your loan 
application and pass on it. We want to play the part that « 
forward-looking and progressive benk should play in satisfying 
the credit needs of business men, large and small. 

If it is good business for you to borrow, and it often is, it is 
good business for you to see us. We have ample funds 
available and we would like to discuss with you in a friendly 
way your financial problems. You can talk freely with us in the 
strictest confidence. 


THE FIRST NATIONAL 
BANK AND TRUST COMPANY 


MEMBER FEDERAL RESERVE SYSTEM MEMBER FEDERAL DEPOSIT MSURANCE CORPORATION 
Or mre Mea re amin ae a cane 


AA YAS TN 
Forceful loan copy by a New Haven, 
Conn., bank. 
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Who’s who in bank public relations 


LEVELAND people and Cleveland 
C industry have been a life-long 

study of the subject of our bio- 
graphical sketch. 

Within a mile from where he spends 
his daylight hours—and many others by 
lamp light—Robert Izant was born in 
Cleveland on what is now East 18th 
Street. 

He attended high school in East 
Cleveland and afterwards, with a spirit 
of consistency, en- 
tered Adelbert Col- 
lege, Western Re- 
serve University. 

On the heels of his 
collegiate —_ prepara- 
tion, began Mr. 
Izant’s career as a 
newspaper reporter, 
but this endeavor was 
cut short by the en- 
trance of the United 
States in the World 
War. 

Starting from 
scratch, Mr. Jzant be- 
came a private in the 
infantry. Then, suc- 
cessively, his rank 
was elevated to pri- 
vate first class, cor- 
poral, sergeant. 
Jumping to the other 
side of the military 
railroad tracks, he 
was commissioned a 
first lieutenant, served 
in this capacity with the A. E. F. in 
France, was honorably discharged at 
Camp Beauregard, Louisiana, on Febru- 
ary 7, 1919. 

At this point it is entirely fitting to 
mention that Mrs. Izant is Grace 
Goulder, and that during the war she 
also was in Europe as a writer and 
newspaper correspondent. 

Shortly after his return to Cleveland, 
Mr. Izant became associated with the 
institution now known as Central Na- 
tional Bank. As a vice-president of the 
bank he is in charge of business exten- 
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ROBERT J. IZANT 
Second vice-president of the F. A. A. 
and vice-president of the Central 

National Bank, Cleveland, Ohio. 


sion and public relations. Particularly 
well informed in regard to practical 
banking matters, Mr. Izant is a member 
of the A. I. B. and also of the Associa- 
tion of Reserve City Bankers. With a 
twinkle in his eye he reports that his 
post graduate work has been the study 
“of details and trivial matters important 
to creating symphonies in organization 
ensemble.” 

Mr. Izant is active in a variety of or- 
ganizations, local as 
well as__ national. 
These include Delta 
Kappa Epsilon (his 
college _ fraternity), 
Sons of American 
Revolution, American 
Legion, Masons, Re- 
ligious Society of 
Friends (Quaker), 
Cleveland Chamber 
of Commerce, Mid- 
Day Club, Cleveland 
Advertising Club, 
Cleveland Peace Com- 
mittee, and the 37th 
Division Veterans’ 
Association. 

As if these were 
not enough, he is also 
a trustee of the Cleve- 
land Crime Commis- 
sion and, as a hobby, 
a trustee of the Hud- 
son Library and His- 
torical Society. His 
home is in suburban 
Hudson. Mr. Izant has some other hob- 
bies which are, we think, unusual. One 
reason is that the Izant family is un- 
usual. 

To clarify this a bit, we discovered 
one of Mr. Izant’s hobbies is writing 
letters to keep his brother Stephen, in 
Los Angeles, and his sister Mary Couch, 
in Washington, D. C., informed about 
the old home town. Stephen Izant, by 
the way, is an artist and Mary Couch, 
a concert pianist. 

Other of Mr. Izant’s hobbies are: 


mowing the lawn; and “playing a los- 
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ing game of bridge as any host should 
d ” 


O. 

But Bob Izant’s greatest hobby is 
helping Mrs. Izant keep track of their 
youngsters (Robert James, Jr., age 18 
—Jonathan Goulder, 16—and Mary 
Portia, 11) who “too soon are to enter 
the travails of adult life.” 

The youngsters keep him hopping, 
though, in more ways than one. For 
example, Mr. Izant, as you’ve probably 
guessed, is musically inclined. So are 
his children. One boy is a violinist, 
the other a clarinetist, and the daughter 
a pianist. 

In trying to keep his head above the 
musical waters so he can accompany the 
Izant orchestra on the piano, Mr. Izant 
has been taking lessons under the ex- 
actitude of classical instruction and 
practicing at odd hours—sometimes be- 
fore breakfast. Despite these herculean 
efforts, however, members of the “or- 
chestra” persist in excelling the leader 
of it. - 

Mr. Izant doesn’t take any formal 
vacation because, by an accumulation 
of rest periods, he plans some day to 
visit the ancestral home in the pleasant, 
little village of Great Elm, Somerset- 
shire, England. We wish him Bon 
Voyage. 


CheckMaster Promotion 


q For one week every time the Wood- 
side National Bank of Woodside, N. Y.., 
cashed a check for a non-customer the 
paying teller handed out a new one 
dollar note enclosed in a cellophane en- 
velope on which was printed: “You can 
start a CheckMaster account with an 


initial deposit of any amount—even as 
little as $1.” 


Study Course 


q A two weeks’ study course in public 
relations was recently given for the 
benefit of the officers and employees of 
the First National Bank, Palm Beach, 
Fla., under the training of Dr. H. W. 
Hepner, professor of business psychol- 
ogy at Syracuse (N. Y.) University. 
Meetings were held every afternoon for 
one hour and specific subjects were 
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Life is BETTER 
because of banks 


The services and the resources of banks have 
helped to make possible 
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improvements 
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Building good will for the banks. 


studied such as tellers and their con- 
tacts with the public, telephone conver- 
sations, opening new accounts, letter 
writing, advertising, etc. The officers 
attended each employee meeting, and 
special meetings were arranged for the 
officers. 


Annual Report 


q This year the First National Bank, 
Palm Beach, Fla., made good public 
relations use of its annual report by 
enclosing with each report a question- 
naire form and return envelope. The 
form provides space for commenting on 
the annual report; for suggestions for 
improving the bank’s present service; 
for suggestions for new services; for 
expressing a general opinion of the 
officers and employees of the bank. We 
don’t know what response the bank had 
to this inquiry but this is certainly one 
very good way of finding out what your 
stockholders and customers think of 
you. 


Wanted: Good Mortgages 


q A well-printed little leaflet issued by 
the Union Guardian Trust Company, 
Detroit, Mich., is titled “Mortgages for 
Trust Accounts” and explains that the 
bank has funds available in some of its 
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trust accounts for investment in good 
mortgages or for sound refinancing of 
present mortgages for which service no 
commission is charged. Inquiries are 
referred to the’real estate department. 


Remodeling Job 


q California Bank, Los Angeles, has 
redesigned its statement folder and the 
result, in the humble opinion of this 
department, is a big improvement. Rod 
Maclean, manager of the bank’s adver- 
tising and publicity department, writes: 
“*A statement is a statement is a state- 
ment’ could well be the Gertrude Stein- 
way of describing the pride and joy of 
most bankers—their banks’ statements 
of condition. We have just redesigned 
ours in an effort to bring its appear- 
ance up to our own ‘pride and joy’ 
specifications.” We hereby O. K. Mr. 
Maclean’s P. & J. 


No Difference 


q “It makes no difference whether 
you're the President or his private sec- 
retary or just the office boy,” headlines 
a leaflet put out by the First National 
Bank and Trust Company, New Haven, 
Conn. “You can often help a friend 
who has a need for ready cash, by tell- 
ing him that the First National makes 
loans upon the security of life insur- 
ance policies.” An inexpensive and 
direct way of reaching prospects for 
this type of loan. 


75 Years in Elkhart 


{To commemorate its  seventy-fifth 
anniversary the First National Bank of 
Elkhart, Indiana, has prepared a 16- 
page booklet telling the story of the 
bank illustrated with pictures. of its 
presidents and views of the first and 
present homes of the bank. When you 
read the story you will understand why 
the bank is known to the home folks 
as “The Old Reliable.” 


Song and Story 


q This is the title of a new series of 
electrically transcribed radio programs 
just completed by the A. B. A. and 


made available to banks for use on 
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their local stations. The series com- 
prises thirteen programs offering music 
of popular appeal by the recording or- 
chestra of Nathaniel Shilkret, and intro- 
duces on the air a new family, the 
Whites—Mother and Dad, Sue and Bob 
—around whose pleasures and problems 
are built simple dramas that tell the 
story of banking in human fashion. The 
A. B. A. has prepared a brochure tell- 


ing all about it. 


Money to Lend 


| The New Deal bank critics can’t say 
that the Mercantile-Commerce Bank and 
Trust Company, St. Louis, Mo., doesn’t 
try to find loans. A recent eight-column, 
full-length newspaper ad is headed 
“Money to Loan” and explains in detail 
just what kind of loans the bank is 
seeking. It classifies the type of loans 
it seeks under the following heads: Un- 
secured Loans to Business; Term Loans 
to Business; Collateral Loans; Com- 
modity Loans; Real Estate Loans. A 
special section of the space is devoted 
to the bank’s small loan department. A 
good part of the text is taken up with 
letters from various customers of the 
bank tending to refute the Government’s 
contention that the banks are not doing 
their duty in loaning to business. 


1863 to 1938 


q Full-page space in the La Porte 
(Ind.) Daily Herald-Argus tells the 
story of the First National Bank and 
Trust Company, La Porte County’s old- 
est and largest bank, which recently 
celebrated its seventy-fifth anniversary. 
The ad tells the history of the bank and 
reproduced in juxtaposition a statement 
of condition for June 30, 1864, and one 
for September 28, 1938. 


Oregon Organizes for P. R. 


q Every bank in the state of Oregon 
has selected a Public Relations Officer. 
This is part of a campaign to “inform 
the citizens of the state of the problems 
and procedures of the banking indus- 
try.” Besides this officers of the Oregon 
Bankers Association and members of 
the Committee on Public Relations will 
be available for speaking engagements 
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on banking topics. J. L. Searcy, cashier 
of the Commercial National Bank of 
Hillsboro, is chairman of the committee. 


Bank of America 


@ In publicizing its year-end statement 
of condition, Bank of America, Cali- 
fornia, also publicizes the coming 
Golden Gate International Exposition. A 
six-column ad in the New York Times 
not only gives the bank’s December 31 
statement in both condensed and ex- 
planatory form but also tells about the 
exposition and pictures the bank’s 
branch which will be opened on the 
fair grounds. An aerial view of Treas- 


ure Island heads the ad. 


So the Public May Know 


q Banks of the country are being made 
acquainted currently with the extensive 
public relations activities of the A. B. A. 
through a new booklet with the above 
title. It was developed’ to inform the 
members of the activities of the associa- 
tion in the public relations field and 
to acquaint them with the comprehen- 
sive range of material available to them 
for use in meeting their own specific 
public relations problems. 


Squawk Committee 


qA local paper out in Nebraska re- 
cently published the following crack 
about banks apparently with the idea of 
humor in mind: “The pastor says—The 
banker is the man we thank for re- 
luctantly loaning us at high interest 
money he charges others to keep for 
them.” The “Squawk” Committee of 
the Nebraska Bankers Association has 
gone into immediate action and is ask- 
ing banks who advertise in this news- 
paper “whether they do not feel that 
this offsets their ads and how they feel 
about it.” Bet the local editor is 
sharpening his blue pencil. 


New York F. A. A. 


G Joseph Bame is the newly elected 
president of the New York Financial 
Advertisers for 1939. He is advertis- 
ing manager of the Commercial Na- 
tional Bank and Trust Company and 


succeeds John J. Harris, of Fenner & 
Beane, as head of the association. 

L. M. Townsend, of the Bank of New 
York, was elected first vice-president. 
Ruel S. Smith, of Time, Inc., is now 
second vice-president. Dudley L. Par- 
sons, of the New York Trust Company, 
is secretary, and Merrill Anderson, of 
the Merrill Anderson Co., is treasurer. 

Directors for this year include the 
retiring president, Mr. Harris; James 
Rascovar, 2nd, of Albert Frank-Guen- 
ther Law; Dorcas Campbell, of the East 
River Savings Bank; Harold Choate, of 
the McGraw-Hill Publishing Co.; Craig 
R. Smith, of the Central Hanover Bank 
and Trust Company; William D. Mur- 
ray, of the Hudson Advertising Co.; 
Frank G. Burrows, of the Irving Trust 
Company; P. Raymond Haulenbeck, of 
the North River Savings Bank; Craw- 
ford Wheeler, of the Chase National 
Bank, and A. E. Leighton, of the Wil- 


liamsburgh Savings Bank. 


Want $500? 


@ Who doesn’t? The State-Planters 
Bank and Trust Company, Richmond, 


FUTURE INCOME FOR 


Present Needs 


HERE are times in every person's life when future income would be 
more valuable if it could be used immediately. It mey be anopportunity 
to buy something at a material savings; it may be some unforeseen need 
‘oF contingency; it may be the necemity for home repairs or improvements, taxes, 
children’s educational expenses, emergency bills or any one of many other purposes. 

To supply funds for such needs, State-Planters is making loans to be repaid 
from monthly income. Thousands of Richmonden have used Income Loans for 
almost every conceivable purpose. Thoasands more will use them this year. 
because they are dengned to supply a real need for an economical and convenient 
service. 

A Seate-Planters Income Loan is easy to make, easy to repay, and the borrower 
profits by the lower rates. The discount on loans of $500 and over is only 46%; 
on loans of $300 to $499 the rate is 5%; and on loans of $100 to $299 the rate 
is 6%. ‘There are no investigation fees or other extras of any kind. Income Loans 
are available at all five of our conveniently located offices. 


You get the best in loan valucs here 


* 


State- Planters 
BANK AND TRUST COMPANY 


Strong copy for “income loans.” 
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(Above). HOTEL 


“he Course ROYAL WORTH 
LIER FLORIDA Hotels aW.Paim Beach. 


Hotel Manatee River 
Hotel Sarasota Terrace 
Hotel Lakeland Terrace... 
Hotel Tampa Terrace 
Hotel Floridan 

Hotel Royal Worth 

Hotel Dixie Court 

Hotel Charlotte Harbor... 
Gasparilla Inn 

Useppa Inn 

Everglades Inn 


Rod & Gun Club 


Bradenton 
Sarasota 


W. Palm Beach 
Punta Gorda 
Boca Grande 

Useppa Island 
Everglades 
Everglades 


American 
$7.00 up 
7.00 up 


European 
$3.50 up 
3.50 up 
3.00 up 
3.00 up 
3.00 up 
5.00 up 
3.00 up 


8.00 up 


8.00 up 
11.00 up 
11.00 up 

5.00 up 

8.00 up 


2.50 up 


Apply hotels direct, travel agents or New York Office 


745 Fifth Avenue .. 


a% EL dorado 5-6700 


COLLIER FLORIDA COAST HOTELS 


Barron G. Collier, Pres. 


Va., makes it very simple in a little 
leaflet in two colors which depicts in 
graphic style how easy it is to accumu- 
late substantial sums by setting aside a 
definite amount each week. In 100 
weeks $1 a week becomes $100; $2.50 
a week becomes $250 and $10 a week 
becomes $1000. Who'll be the first to 
try it? 


Personal Loans 


qin a four-column newspaper adver- 
tisement the First Wisconsin National 
Bank of Milwaukee makes a drive for 
personal loans. Headline reads: “Now 
. . . Personal Loans at Lower Cost. 
New Liberal Terms. $50 to $1000. 
Monthly Payments.” The ad features 
three flexible plans: Signature Loans, 
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Geo. H. Mason, Gen. Mgr. 


secured by the borrower’s signature 
only; Co-signer Loans, secured by one 
or two co-signers; Collateral Loans, 
partly or wholly secured by collateral. 
The bank points out that these plans 
are surprisingly low in cost and bor- 
rowers need not be customers of the 
bank in order to take advantage of this 
service. 


Doorway 


GA two-column black and white ad- 
vertisement in a Quincy, Mass., news- 
paper shows a typical suburban resi- 
dence as seen through an open door of 
the Quincy Trust Company. Only text 
in the ad reads: “The doorway to home 
mortgages. — Also other ‘Granitime’ 
loans.” 
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BOOKS for BANKERS 


TRADE AssociATIONs IN Law AND BustI- 
NEss. By Benjamin S. Kirsh in col- 
laboration with Harold Roland Sha- 
piro. New York: Central Book 
Company. 1938. Pp. 399. $5.00. 

Few books dealing with the intricate 

relationship between law and business 

combine scholarliness, timeliness and 
readability. In this category of the se- 
lect few falls a recent work entitled 

“Trade Associations in Law and Busi- 

ness.” Timely in view of the creation 

of the Temporary National Economic 

Committee—popularly known as_ the 

Monopoly Inquiry—during the last ses- 

sion of Congress, this volume presents 

clearly and concisely an analysis and 
evaluation of matters which concern not 
only lawyers and business men active 
in the trade association movement but 
also the nation’s bankers to whom the 

American business man looks for guid- 

ance. 

The Inquiry will be broad in scope. 
It will include a study and investiga- 
tion of monopoly, concentration of eco- 
nomic power, and of financial control 
over production and distribution of 
goods and services. In the scheme of 
the Inquiry, the trade association, as a 
modern form of codperative enterprise 
which attempts to “codrdinate competi- 
tive forces without relinquishing the 
fruits that spring from individual in- 
itiative,’ will undergo exhaustive 
scrutiny. The ship of industry need 
not be wrecked by the Scylla of private 
monopolies or by the Charybdis of gov- 
ernmental control and interference such 
as we find in many foreign countries 
today. As the authors indicate, there 
is a mid-stream of choice—one which 
calls for the preservation and advance- 
ment of the voluntary trade associa- 
tion movement. 

Inconsistent and conflicting govern- 
mental policies in the field of business 
regulation have long made it increas- 
ingly difficult to demarcate the legal 
limits of permissible activities. Mani- 
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festly, the Sherman Anti-Trust Law, en- 
acted to curb the monopolistic designs 
of producers and distributors, repre- 
sented a policy not altogether consonant 
with the policies underlying such re- 
cent legislation as the Miller-Tydings 
Act, the Robinson-Patman Act, and the 
Wheeler-Lea amendment to the Federal 
Trade Commission Act—not to mention 
the late, though unlamented, N. I. R. A. 
While it is impossible to forecast how 
the Monopoly Inquiry will answer the 
many questions arising from these con- 
flicting policies, one can, however, ob- 
tain at least an intelligent understand- 
ing of the trade association aspects of 
the problems from this book. 


The United States Supreme Court, in 
the Appalachian Coals case (288 U. S. 
344, 374), suggested that “voluntary 
action to rescue and preserve these 
[fair competitive] opportunities .. . 
may be more efficacious than an attempt 
to provide remedies through legal pro- 
cesses.” The authors’ method of treat- 
ment is in line with this suggestion. 
They have analyzed trade association 
activities both from a legal and from 
a business point of view. Buttressing 
the text with citations of judicial au- 
thority and legal and economic jour- 
nals, the authors not only present an 
excellent analysis of the legal aspects 
of the trade association movement, but 
also point out how trade association 
activities—which are considered in de- 
tail— may be made more socially bene- 
ficial. 

The chapter on foreign trade func- 
tions of trade associations deserves 
special comment. While the Webb- 
Pomerene Act gives American business 
men engaged in foreign commerce more 
freedom to engage in codperative enter- 


_ prise than that possessed by those op- 


erating in the domestic field, the atti- 
tude of foreign countries is generally 
more tolerant than ours toward indus- 
trial combination. But this tolerance 
is sometimes more apparent than real, 
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for, as recent events show, governmental 
interference in those countries fre- 
quently spells the doom of economic 
democracy. 

SAMUEL LAWRENCE BRENNGLASS.* 


——— 


*Member of the New York Bar; formerly 
law secretary to Judge Irving Lehman of 
the New York Court of Appeals. 


CAPITALISM IN Crisis. By James Har- 
vey Rogers. New Haven: Yale Uni- 
versity Press. 1938. $2.50. 


HERE is one of those middle-of-the-road 
books that deserves more attention than 
it will probably get. A compromise 
policy is often the safest and sanest 
course, but for obvious theatrical rea- 
sons the proponents of it seldom get 
the publicity accorded the advocates of 
both extremes. Poppycock often makes 
good reading and good cursing, while 
moderation is the drab dray horse that 
does the real work. 

By “capitalism” in the title of this 
book the author means the democratic 
capitalism America has known, and the 
“crisis” refers to the tendency of this 
democratic capitalism to go to the Rus- 
sian extreme on the one hand or to the 
German and Italian extreme on the 
other. Of the existence of such a crisis, 
as the author points out, there can be 
no doubt, and underlying this crisis is 
the growing demand of the people of 
all nations for economic security. The 
new totalitarian governments have sup- 
plied this if they have supplied nothing 
else. American democratic capitalism 
must also supply it, says the author, to 
survive. The ideas of economic self- 
sufficiency and totalitarian government 
creep up on the best intentioned na- 
tions and they are creeping up on 
America as is evidenced by the recent 
growth of local sales tax and port of 
entry legislation. 

The solution, Professor Rogers main- 
tains, lies primarily in the codperation 
of our three main groups—business, 
government, and labor. He says: 

“Should rigid prices continue rigid; 
should the monopoly problem receive 
no constructive solution; should sav- 
ings continue to exceed business spend- 
ing; should our budget policies remain 
chaotic and disturbing to business; 
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should autarchy not be relieved; and 
should no armistice come promptly in 
the fight between government and busi- 
ness; American capitalism is probably 
doomed.” 

All must give and meet on middle 
ground in order that the productivity 
of the country, and in turn its purchas- 
ing power, may be maintained at a high 
level. For keeping production at a 
high level the author has two sugges- 
tions. One is that industry adopt more 
generally the Ford policy of first find- 
ing the price the public can afford to 
pay and then making the product in 
the necessary quantity to sell at that 
price. The other suggestion is that the 
Federal Government adopt a systematic 
and far-sighted budget policy. Public 
works expenditures should, he insists, 
be made during depression years to 
augment the national income, but plans 
for these projects and for meeting the 
expense of them should be laid during 
prosperous years. Thus he would have 
the Government maintain a_ balanced 
budget, not every year, but over a period 
of ten or more years which might repre- 
sent a full economic cycle. 

There are a lot of things advocated 
in this book that are hard to swallow 
and that probably will not be swal- 
lowed, but there is one truth often re- 
peated that would stand even more 
repetition. That truth is that everything 
in this world from plant species to gov- 
ernment systems changes over the cen- 
turies by the inevitable process of evo- 
lutionary growth and the so-called 
American System is no hallowed excep- 
tion. It is, therefore, to our interest 
to find out what changes must come and 
how our present capitalistic system may 
best be adapted to meet them. 


INDUSTRIAL PricE Po.icies. New York: 
Public Affairs Committee. 1938. 10 


cents. 


Tuts pamphlet, based on Industrial 
Price Policies and Economic Progress 
by Edwin G. Hourse and Horace B. 
Drury, maintains the doctrine of low 
prices and large-scale production as the 
soundest business policy. Emphasis is 
placed on the power of the modern 
business executive to adopt a sane pric- 
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ing policy. “Instead of adding costs 
together in order to arrive at a price, 
aggressive business men have started 
with the needs of the consumer and his 
ability to buy, and then set about find- 
ing a way to satisfy these needs at a 
price the consumer can afford to pay,” 
the pamphlet asserts. Much of the 
progress of American business since the 
Civil War is attributed to this “dy- 
namic approach” to the problem of 
pricing. 

The pamphlet cites illustrations of 
three specific ways in which American 
business has successfully reduced prices 
without curtailing profits. It points out 
that: 

1. Articles have frequently been re- 
designed so as to make them simpler 
and more efficient, or cheaper materials 
have been substituted for more expen- 
sive materials without sacrifice of 
quality. 

2. Increased output has often made 
it possible, by spreading the cost of 
overhead, for each articlé to be turned 
out more cheaply. 

3. Adoption of a more flexible policy 
with regard to charging overhead costs 
has also made it possible to open new 
markets by a policy of price reduction. 


FEDERAL INcoME Tax HANDBOOK. 
1938-39. By Robert H. Montgomery. 
New York: Ronald Press. 1938. 
Pp. XV-1260. $10. 


Tuts handbook covers the application 
of corporation and individual income 
taxes, capital stock tax, excess profits 
tax, taxes on undistributed earnings, 
stamp taxes on issue and transfer of 
stocks and bonds. It considers both 
legal requirements and accounting pro- 
cedure. It furnishes an expert analysis 
of the effect of the Revenue Act of 1938 
in the preparation of returns, the decid- 
ing of financial and accounting policies 
during the year, and the handling of 
individual transactions to keep taxes in- 
curred to a minimum. 

One page, one paragraph gives the 
result of organized research and ex- 
perience accumulated over years of 
effort by a leading authority and a staff 
of legal and accounting specialists. On 
new, doubtful, or unsettled provisions, 
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it gives trustworthy interpretation and 
counsel as to the proper course to 
follow. 


Wuere Does America Go From HERE? 
By Thomas Alexander Baggs. New 
York: Harper and Bros. 1938. Pp. 
XIT-105. $1.50. 


Tuis little volume is a thought-provok- 
ing book and hence well worth perusal 
at the present time. The author be- 
lieves that the United States is passing 
through one of those critical periods 
in its history which will be regarded 
as a turning point in its development. 
He feels that it is a time when the mass 
of the people is making one of those 
epochal advances in power and well- 
being. Management and capital are 
losing some of the power which they 
have heretofore held. Persons who are 
familiar with history will recognize 
similar periods in the past and will 
recollect the tremendous changes for the 
better in the welfare of the majority of 
the people during the last century and 
a half. ' 

The author makes his analysis and 
states his findings in the spirit of the 
historian and scientist and not in that 
of the propagandist. He is not at all 
opposed to capitalism and fully recog- 
nizes the important contributions which 
have been made by management. On 
the other hand, he appreciates that both 
capital and management have made 
serious mistakes in the past and the 
present situation in which the country 
finds itself is in part the outcome of 
these mistakes. 

His analysis of President Roosevelt 
is particularly interesting. He feels that 
the direction in which the President is 
heading is correct but that he has made 
some very serious errors in his efforts 
to reach his goal, errors that are caus- 
ing and will cause the nation no little 
trouble. He believes, however, that the 
country will recover from the effects of 
these aberrations and will regain its 
prosperity. Roosevelt he feels to be the 
personification of certain underlying 
forces whose effects will be felt long 
after Roosevelt has passed off the scene. 
Because he recognizes that the goal to- 
ward which the President is heading is 
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sound and represents better conditions 
for a larger part of the population, he 
is less inclined ‘than the average banker 
or business man to frown on the Presi- 
dent’s activities. 

The solution which he envisages for 
the existing situation is reasonable and 
sound. He regards the next few years 
as a period when the progress made 
must be consolidated, the improvements 
attempted polished and made more 
workable, when workers must be edu- 
cated to a greater sense of responsibil- 
ity for the added power which is in 
their hands and capital and management 
reconciled to the added limitations with 
which they will be surrounded. 

Unlike most of the books which have 
appeared recently which deal with this 
subject, it neither attacks nor defends 
the capitalist or business man but at- 
tempts to analyze the problem confront- 
ing the country in a common-sense and 
constructive manner. Such a reasonable 
attitude cannot help but be beneficial 
to the reader even though he may not 
agree altogether with the point of view 
of the author in every detail. 


INTERNATIONAL Economics. By P. T. 
Ellsworth. New York: The Mac- 
millan Co., 1938. Pp. XIII-529. 
$4.00. 


Tuts book is intended as a systematic 
and well organized text on the eco- 
nomics of international relations. It 
is explanatory rather than critical in 


character. As the author says: “it pro- 
vides the theoretical equipment neces- 
sary for the understanding of the 
phenomena of international economic 
relations and of the policies of govern- 
ments bearing on these relations.” 

To this end, the first part of the book 
takes up the theory of international eco- 
nomics from the days of the mercantil- 
ists and David Hume and Adam Smith 
to those of Cassel and Keynes. It is 
not an historical study of the theory, 
but of the theory itself, working out 
from a study of this material an ex- 
planation of the international economic 
relations of today. 

The second part of the volume takes 
up the practical application of the 
theories. Considerable attention is given 
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to free trade vs. protection. This natur- 
ally leads to a study of tariffs, quotas, 
exchange control, clearing agreements, 
autarchy, and international monetary 
problems. 

The great value of the book lies in 
the excellent introduction which it pro- 
vides to the economics of international 
relations. With ihe importance of such 
contacts growing steadily, it is a vol- 
ume whose significance and value is 
timely in character. 


How To OPERATE UNDER THE WAGE 
AND Hour Law. By Alexander Feller 
and Jacob E. Hurwitz. New York: 
Alexander Publishing Co. 1938. Pp. 
248. $3.50. 


Tuts book is a complete and authorita- 
tive working manual for use in making 
of wage and hour adjustments—with 
minimum trouble and expense under the 
new Wage and Hour Law. It explains 
exactly what the law means—tells who 
is affected by the new regulations, and 
to what extent. It answers clearly the 
hundreds of questions arising out of 
the law’s application and, probably 
most important, the book points out the 
hidden dangers and legal pitfalls in the 
law which may cause untold damage 
and loss unless definitely known and 
guarded against. It should prove a 
practical and useful guide to all prob- 
lems arising out of the law and its ap- 
plication in business and industry. 


AMERICA’S STAKE IN INTERNATIONAL 
INVESTMENTS. By Cleona Lewis. 
Washington: The Brookings Institu- 
tion, 1938. Pp. XVI-710. $4.00. 

THE Brookings Institution has been re- 

sponsible for the preparation of a num- 

ber of instructive volumes on foreign 
economic and financial conditions be- 
ginning with “Germany’s Capacity to 

Pay” published in 1923. The present 

book is the latest to date in that series. 
In one sense the title is a misnomer, 

for the book contains a study of foreign 
investments in the United States as well 
as of American investments in other 
countries. In fact, Part 8 is wholly 
given up to this subject, beginning with 
the earliest days of this country and 
carrying the record down to 1937. It 
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is interesting to note how the character 
of these investments has changed with 
the development of the nation. The 
first. foreign investments here were in 
the government debt and for the pur- 
pose of aiding trade, especially foreign 
trade. Later foreign money assisted in 
financing canals and railroads, with 
some loans to state governments many 
of which are still in default. These 
facts are generally known, but few ap- 
preciate that foreign funds found their 
way into land companies, mortgage, 
cattle, mining, oil, brewery and liquor, 
and insurance companies and _ into 
banks, particularly the Second Bank of 
ihe United States. Now foreign invest- 
ments consist largely in holdings of 
American securities purchased as a pro- 
iection to the foreign holders, and in 
short term credits and demand deposits 
—‘“‘hot money.” 

In spite of the fact that down to the 
time of the World War, the United 
States was a debtor country on balance, 
investments in other lands began early 
and became increasingly important. At 
ithe start, investments largely took the 
form of direct investments in less de- 
veloped countries—Latin America and 
China—and were focused on trade de- 
velopment. A little later, mining drew 
substantial funds from this country and 
today is one of the most important 
forms of our foreign investments. Still 
later, investments in agricultural enter- 
prises—usually in tropical countries— 
took place and are even yet significant 
although relatively less so than a few 
decades ago. In more recent years pub- 
lic utilities have attracted funds from 
this country. The period since the 
World War has witnessed a rather re- 
markable growth of American manu- 
facturing plants in foreign countries. 

All of the above mentioned forms of 
investment are of the so-called “direct” 
type. Since they are made largely by 
American companies whose roots are 
in this country, they have attracted 
much less attention than the portfolio 
investments, or investments in securities 
issued by foreign governments both na- 
tional and local or by foreign corpora- 
tions. Most of the portfolio investments 
were made immediately after the World 
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War. Arranged in haste and without 
adequate experience, many of them 
have proved unsatisfactory and are in 
default. 

This volume analyzes these facts in 
some detail and buttresses its conclu- 
sions with many statistics. Mainly his- 
torical in character, it has value to the 
banker and investor as a basis for form- 
ing an opinion in regard to the course 
of action to be pursued concerning 
American investments abroad and for- 
eign investments in this country. 


Dow’s THEorRY APPLIED TO BUSINESS 
AND Bankinc. By Robert Rhea. New 
York: Simon and Schuster. 1938. 
Pp. XII-131. $2.00. 


Tuis little volume is an interesting dis- 
cussion of the Dow Theory with special 
application to banking and_ business, 
written by one of the leading present 
exponents of that theory. 

The Dow Theory is, as most persons 
familiar with the security markets are 
aware, that the stock market is the best 
means of forecasting both its own future 
trend and that of business as well. The 
philosophy back of the theory is that, 
in the long run, all of the factors— 
economic, political, business—which 
have an effect on business and hence 
on the stock market, make themselves 
felt in the movement of stock prices. 
The changes in the prices of stocks in 
general are the results of the knowl- 
edge, calculations, feelings and emotions 
of thousands of persons, and hence can- 
not be wrong, say the Dow theorists. 
Stock prices sum up all of the informa- 
tion contained in current statistics and 
index numbers and a great deal more 
than in all of them together. 

In many respects the contentions 
made for the Dow Theory are correct. 
Certainly there are no other statistics 
which include the effects of feelings and 
emotions to anything like the same ex- 
tent as do stock prices. 

The proponents of the Dow Theory 
do not claim that it furnishes a means 
of detecting the turning points until 
they are past. It is not for the use of 
the trader but for the investor. They 
do claim, however, that it provides an 
indication sufficiently long in advance 


167 





to enable the investor to benefit by the 
major swings. 

Most discussions in the past have 
concerned themselves with the use of the 
Dow Theory in dealing with securities. 
The author of the present volume ex- 
plains how the theory may be employed 
for the benefit of bankers and business 
men. Most readers will not, perhaps, 
go as far as the author in his enthu- 
siasm in regard to the Dow Theory. 
They cannot help but gain materially, 
however, from a perusal of this book. 


FINANCIAL ORGANIZATION AND THE Eco- 
NoMIc SysTEM. By Harold G. Moul- 
ton. New York: McGraw-Hill Book 
Co., Inc. 1938. Pp. XVIII-515. 
$3.50. 


SOME seventeen years ago, Dr. Moulton 
first published his book—‘The Finan- 
cial Organization of Society.” It met 
with marked success and was several 
times revised, the last revision having 
been made in 1930. Since that year, 
drastic changes have been made in the 
financial organization of business in the 
United States. Government has entered 
into business in a manner that was not 


dreamed of ten years ago. The country 
has gone through the most severe de- 
pression of a century and as a result, 
many changes have been effected in the 
financial procedure followed by busi- 


ness institutions. In fact, the develop- 
ments have been so radical in recent 
years that it seemed that no revision of 
the book would be adequate to make it 
satisfactory. The present volume, there- 
fore, represents a complete rewriting 
of the earlier material in the light of 
recent developments. 


This book is one of the best of the 
introductory discussions of money, 
finance and financial institutions which 
is now available. It begins with an 


analysis of the nature and uses of money 
and credit, credit instruments, and for- 
eign exchange. It discusses the develop- 
ments of the corporation as a device 
for the raising of capital and then treats 
various financial institutions—banks, 
trust companies, investment bankers, 
stock exchanges, the Federal Reserve 
System, and the more modern organiza- 
tions for handling agricultural, urban 
and consumer credit. 

It is a book that can be most heartily 
recommended to the younger generation 
in banking, and many experienced 
bankers will find it useful for brushing 
up their knowledge of the fundamentals 
of banking and finance. 


INVESTMENT SALVAGE IN RarLroaD ReE- 
ORGANIZATION. By Harold Palmer. 
New York: Harper & Brothers. 1938 
$2.00. 


THE present plight of the railroads ani 
the large investments in them held by 
institutional investors make especiall) 
timely this study of railroad securities 
and methods of salvaging capital in- 
vested in them. The author points out 
that recent changes in Federal bank- 
ruptcy and reorganization laws and pro- 
cedure have opened to the investor 
opportunities for initiating personal 
efforts to strengthen or improve his own 
position. The book explains in detail 
what the possible consequences and 
benefits of these laws can be to investors 
in railroad securities. It shows also 
that under wise handling the owners of 
railroad securities may both substan- 
tially reduce their losses and presum- 
ably make actual gains by wise, present 
investment. 

Mr. Palmer has been a close student 
of the whole problem of railroad secu- 
rities for some years and is a registered 
practitioner before the Interstate Com- 
merce Commission. 
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NEWS DIGEST 


This department presents a compact review of newsworthy developments in the banking 
field during the past month. The news, obtained from many sources, has been carefully 
condensed and arranged by topics. 


Anniversaries 


4 The Guaranty Trust Company of New 
York has just completed one hundred 
years of service, its history dating from 
the founding on January 1, 1839, of 
ihe Bank of Commerce in New York, 
with which institution the Guaranty was 
merged in 1929. 

That consolidation, although it re- 
tained the name of the Guaranty Trust 
Company, itself founded seventy-five 
years ago, combined two banks of al- 
most equal size, and to the resulting in- 
stitution the Bank of Comnierce brought 
not only a large organization and vol- 
ume of resources, but also a distin- 
guished background of public service 
and prestige. 

Articles of association establishing 
the Bank of Commerce, drawn by Chan- 
cellor James Kent and entered into by 
nineteen residents of New York, were 
signed on January 1, 1839. The bank 
opened to receive deposits April 3, 1839, 
but from its unfilled capital it had pre- 
viously subscribed $500,000 to a New 
York state loan for widening and deep- 
ening the Erie Canal and had made 
loans to various merchants of the city. 
The bank’s first quarters comprised six 
rooms in the basement of the Mer- 
chants’ Exchange in Wall Street, for 
which an annual rent of $1700 was paid. 

The banking business of the country 
at that time was conducted by 840 banks 
with combined capital of about $327,- 
000,000—not much more than the pres- 
ent $272,000,000 capital funds of the 


Guaranty Trust Company alone. 


From the outset the business of the 
bank was essentially commercial bank- 
ing, which was in accordance with the 
objectives of the founders, the majority 
of whom were merchants. Ideals of 
other service to the community and the 
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nation were also incorporated in the 
original articles of association and were 
strong factors in guiding the institution 
to the eminence it soon attained. In 
1841 it was for a short time the sole 
depository of the Federal Government 
in New York, and records of its loan 
and other transactions in that period 
and in later years touch frequently on 
its close relationships with Federal, 
state and New York City governments. 

Striking recognition of the bank’s 
services to the country was recorded in 
1864 when Congress was debating revi- 
sion of the National Bank Act. Be- 
cause of the resources, standing and 
public service of the Bank of Commerce, 
the Government was particularly desir- 
ous of having the institution become a 
national bank under the new law. Di- 
rectors of the bank wished to enter the 
new system, but an apparently insuper- 
able obstacle was presented by a provi- 
sion of the bank’s articles of association 
exempting its stockholders from indi- 
vidual liability, which was contrary to 
one of the provisions of the pending 
bill. To amend the articles of asso- 
ciation would have required the consent 
of the bank’s 2500 stockholders. 

To meet the situation the National 
Bank Act was so amended as to per- 
mit acceptance of its provisions by the 
Bank of Commerce without alteration 
of its liability agreement with its stock- 
holders, and in January, 1865, it en- 
tered the system as the National Bank 
of Commerce in New York. 

Other important mergers in addition 
to the National Bank of Commerce 
have gone toward making the Guaranty 
Trust Company as now constituted. The 
Guaranty itself was established in 1864 
as the New York Guaranty and Indem- 
nity Company, and its present name was 
adopted in 1896. The Morton Trust 
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Company and the Fifth Avenue Trust 
Company, both organized by and under 
the presidency of Levi P, Morton, for- 
mer Vice-President of the United States 
and Governor of New York, were con- 
solidated with the Guaranty in 1910. 
The Morton Trust Company had ab- 
sorbed the State Trust Company in 1900. 
The Fifth Avenue Trust Company office 
remained physically separate at Fifth 
Avenue and 43rd Street as the Guar- 
anty’s first branch office in New York. 
Now located in its own building at Fifth 
Avenue and 44th Street as one of only 
two branches maintained by the com- 
pany in the United States, the Fifth 
Avenue office in itself is one of the 
largest banks in the country in deposits. 
The company’s other New York branch 
office, established in 1918, is located at 
Madison Avenue and 60th Street. 


The Guaranty’s trust business, both 
corporate and personal, derived great 
impetus from the 1910 mergers, and its 
already large volume was further aug- 
mented in 1912 when the Standard Trust 
Company was absorbed by merger. The 
National Bank of Commerce, meanwhile, 
had also entered into a number of con- 
solidations, bringing into its organiza- 
tion the National Union Bank of New 
York, the Western National Bank of the 
United States in New York, and the 
National Bank of the United States in 
New York. The Western National, at 
the time of its merger in 1903, was 
about equal to the Commerce in size 
and deposits. 

Both the Guaranty and the National 
Bank of Commerce pioneered in de- 
veloping facilities for international busi- 
ness. The Guaranty appointed a Lon- 
don agent in 1892, and a permanent 
branch office was established there in 
1897—one of the first foreign offices of 
any American bank and now one of 
the company’s eight offices abroad, which 
include three in London and one each 
in Paris, Brussels, Liverpool, Havre and 
Antwerp. During the World War the 
London and Paris offices were both des- 
ignated official United States deposi- 
tories and rendered varied financial 
service to the Government and military 
authorities. The American Expedition- 
ary Force was paid through the Paris 
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office, and at one time during the war 
there were more individual accounts in 
that office than in all the rest of the in- 
stitution. ' ; 

The consolidation of the Guaranty 
Trust Company and the National Bank 
of Commerce in 1929 was’ one of the 
largest and most important ever con- 
cluded between banks, bringing together 
two of the country’s leading institutions 
and paving the way for a wide exten- 
sion of activities along banking and 
trust lines. Changes in the capital 
structure of the company at the time 
of and shortly after the merger increased 
capital and surplus to their present fig- 
ures of $90,000,000 and $170,000,000, 
respectively, which, with undivided 
profits of $12,041,182 (September, 
1938) represent total capital funds of 
approximately $272,000,000. 

William C. Potter continued as presi- 
dent of the combined institution, the 
late James S. Alexander became chair- 
man of the board, the late Charles H. 
Sabin, vice-chairman of the board, and 
Thomas W. Lamont, chairman of the 
executive committee. Upon Mr. Alex- 
ander’s retirement in 1930, Mr. Sabin 
became chairman and served in that ca- 
pacity until his death in 1933. On 
January 17, 1934, Mr. Potter was elected 
chairman of the board, and on the same 
date W. Palen Conway was elected 
president and Eugene W. Stetson, vice- 
president, was elected to the executive 
committee. 


The company’s present staff in New 
York comprises more than 3000 em- 
ployees and officers, including the per- 
sonnel of its two New York branch 
offices. The foreign staff is made up 
of more than 600 employees and offi- 
cers. Its affiliated companies include 
the Guaranty Executor and Trustee 
Company, Limited, organized in 1925, 
which has its head office in London and 
transacts a fiduciary business abroad, 
and the Guaranty Safe Deposit Com- 
pany, incorporated in 1911, which offers 
safe deposit facilities at the New York 
branch office of the Trust Company. 
In addition, the bank’s foreign service 
is augmented by a network of more than 
8000 banking correspondents, located 
in all parts of the world. 
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qThe National Bank of Topeka, 
Kansas, organized just seven years after 
Kansas was granted statehood, cele- 
brated its 70th anniversary last month. 
The bank was incorporated in 1869 as 
the Topeka Bank and Savings Institu- 
tion, changing its name successively to 
the Bank of Topeka and the National 
Bank of Topeka. One of the oldest 
and largest banks in the state, it oc- 
cupies its own building, the largest in 
the city, C. O. Blevans is president. 


q The Commercial National Bank and 
Trust Company of New York sponsored 
a dinner dance at the Waldorf-Astoria 
January 7 for directors, officers, and 
employees in honor of its 10th anniver- 
sary. During that period deposits have 
grown from $59,534,000, as shown in 
the first published statement, to $92,- 
147,791. Capital is $7,000,000 and 
surplus and undivided profits $8,297,- 
692. Dividends have been paid at the 
rate of $2.00 quarterly since 1931. 
Herbert P. Howell has been president 


of the bank since it was organized. 


@ A series of advertisements in news- 
papers dealing with the early history 
of Mt. Vernon is being employed by 
the First National Bank of Mt. Vernon, 
N. Y., to celebrate its 50th birthday. 
When the bank opened for business its 
depositors numbered 72 and its total 
deposits were $39,882. Depositors now 
total 15,000 and deposits $12,000,000. 
Clarence S. McClellan has been presi- 
dent for the past 41 years. 


q The First Galesburg National Bank 
and Trust Company, Galesburg, III., 
celebrated its 75th anniversary in De- 
cember. Assets of the bank total $11,- 
670,000. Omer N. Custer is president. 


Associations 


q John T. Creighton, vice-president of 
the City Bank Farmers Trust Company, 
New York, was re-elected president of 
the Corporate Fiduciaries Association of 
New York City at a meeting of the asso- 
ciation on January 23. Mr. Creighton, 
who will serve his second term, has long 
been active on various committees of the 
New York State Bankers Association 
and the New York Trust Companies As- 
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Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 


New Yorx 630 Fifth Ave. CIrcle 6-1416 

International Bldg., Rockefeller Center 
Brooxktywn....1 DeKalb Ave. TRiangle 5-2123 
BALTIMORE ..Baltimore Life Building 
CHICAGO... 30 North Michigan Avenue 
CLEVELAND Leader Building 
DeEtrRoIT ..David Whitney Building 
PHILADELPHIA 226 S. 15th Street 
PitTTsBURGH Grant Building 
WASHINGTON 1115 Connecticut Avenue 


sociation, as well as in the Corporate 
Fiduciaries Association. He joined the 
trust department of the National City 
Bank at its head office in August, 1921, 
after making a brilliant record of law 
work with the United States Govern- 
ment. 

Also re-elected were Brenton Well- 
ing, of the Bankers Trust Company, 
vice-president, and Erwin W. Berry of 
the Manufacturers Trust Company, as 
secretary and treasurer. 


@ Boake Carter, newspaper columnist 
and radio commentator, reviewed the is- 
sues of today in his talk “Free Speech 
on the News,” on January 24 at the 
banquet session of the tenth annual 
mid-winter meeting of the Wisconsin 
Bankers Association. Other outstand- 
ing speakers and their subjects during 
the two-day conference, January 24-25, 
included: Herman Ihde, master, Wis- 
consin State Grange, president of the 
Wisconsin Council of Agriculture, on 
“The Interdependence of Agriculture 
and Industry”; Dr. Walter Lichtenstein, 
vice-president, First National Bank, 
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An interesting addition to architecture’s mediums of expression 
is provided by the double-glazed screen of the new Louvrex glass 
which features the Radio City branch of the Chase National Bank, 
New York City, recently completed. As shown above the screen is 
used in conjunction with a large plate glass window. In addition to 
providing insulation, this arrangement adds immeasurably to the 
attractiveness of the interior design of the bank. 

Louvrex glass, manufactured by the Libbey-Owens-Ford Glass 
Company, has a directional pattern of parallel lines closely re- 
sembling the louver strips of Venetian blinds. This pattern permits 
a variety of interesting combinations, since by using two panels of 
the glass, with the fluted lines running at different angles, a num- 
ber of striking motifs can be achieved. 

The window screen shown here has been given a checkerboard 
effect by setting the pattern of each pane at right angles to the one 
behind it. In this instance the recently developed ‘‘steelglass’’ con- 
struction was used with 12x12 inch glass units designed to permit 
passage of light and yet obstruct vision from the outside. 

This type of glass has been winning extensive popularity not 
only for windows such as the Chase Bank installation, but also for 
interior partitions in banks, business houses, doctors’ offices, hos- 
pitals and private homes. 


Chicago, on “Trends in Investment 
Portfolios”; and R. M. Plaister, man- 
ager, Bank Supervisory Department, 
Moody’s Investment Service, Chicago, 
on “The Relationship of Market Risks 
to Capital Structures.” 

The program also included talks and 
panel discussions arranged by the bank 
management committee of the associa- 
tion on safe deposit service, bank audits 
and simplified bank statements, com- 
mercial, F. H. A. and personal loans, 
and bank investments. Members of the 
bank management committee are: J. L. 
Stone, chairman, Ripon; J. W. Simp- 
son, Jr., Milwaukee; G. J. Trauten, Sauk 
City; Alfred Peterson; Madison; Andre 
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Perry, Fond du Lac, and W. G. Whyte, 


Wausau. 


GJ. S. Pomeroy, vice-president of the 
First National Bank and Trust Com- 
pany and manager of the Minneapolis 
Clearing House Association, has been 
appointed general chairman in charge 
of local arrangements for the regional 
banking conference to be held at Min- 
neapolis, Minnesota, February 23 and 
24 under the auspices of the American 
Bankers Association in codperation 
with the state bankers associations of 
the twelve states comprising the region, 
it has been announced by Philip A. 
Benson, president of The Dime Savings 
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Bank of Brooklyn, N. Y., and president 
of the American Bankers Association. 

It will be a strictly working confer- 
ence without any entertainment ac- 
tivities, according to Mr. Benson. The 
theme of the program will be “Meeting 
Public Needs in Banking,” he states. 
The closing feature will be a public 
meeting for bank depositors and cus- 
tomers on Friday evening, February 24, 
at the Lyceum Theatre. 

More than 1000 bankers from the 
following states comprising the region 
are expected to attend the sessions which 
will be held at the Nicollet Hotel: 
Illinois, Iowa, Kansas, Michigan, Min- 
nesota, Missouri, Montana, Nebraska, 
North Dakota, South Dakota, Wisconsin 
and Wyoming. 


qThe annual spring meeting of the 
Executive Council of the American 
Bankers Association will be held April 
23-26 at The Homestead, Hot Springs, 
Virginia, according to announcement 
by A. B. A. President Philip A. Benson. 

More than 300 bankers and members 
of their families from all sections of the 
country are expected to attend the meet- 
ing to receive reports from the various 
divisions, sections and committees of the 
association and to study questions of 
policy and operation of the association. 


q Frank Hogan of Washington, D. C., 
president of the American Bar Associa- 
tion, will be the guest speaker at the 
twenty-eighth annual banquet of the 
Trust Division of the American Bankers 
Association to be held at The Waldorf- 
Astoria on Thursday, February 16, it 
has been announced by Samuel C. 
Waugh, president of the Trust Division, 
who is executive vice-president and trust 
officer of The First Trust Company of 
Lincoln, Nebraska. 

This banquet will be the concluding 
feature of the twentieth annual mid- 
winter trust conference of the Trust Di- 
vision, American Bankers Association, 
to be held February 14-16. Lindsay 
Bradford, president of the City Bank 
Farmers Trust Company of New York, 
is chairman of the banquet committee. 
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Bank buildings 


q The Thompsonville Trust Company, 
Thompsonville, Conn., has signed a 
contract with the Tilghman Moyer Com- 
pany, bank architects and engineers of 
Allentown, Pa., for the complete re- 
modeling and enlarging. of its present 
quarters. The work planned includes 
the construction of a new main corner 
entrance, the elimination of the present 
second entrance, and the closing of sev- 
eral of the present window openings. 
The entire interior will be dismantled, 
the layout rearranged to provide for 
nine customer wickets, and new modern 
fixtures installed. Enlarged floor space 
and the adoption of several labor sav- 
ing features are expected to increase the 
bank’s capacity for handling business 
by at least 50 to 75 per cent. 


Bank earnings 


QThe Northern Trust Company, 
Chicago, reports earnings for 1938 of 
$900,207, equivalent to 30.01 per cent. 
on its capital stock. The figure repre- 
sents earnings after taxes and other ex- 
penses, but before dividends of $540,- 
000 and additions to undivided profits. 
This compares with $903,347, or 30.11 
per cent. on capital stock, in 1937. 
Total resources of the bank are up 


$29,000,000 over a year ago. 


q Current operating income of the 
Philadelphia National Bank, Philadel- 
phia, Pa., for 1938 amounted to $5,547,- 
392 to which were added profits on 
securities totaling $454,779 and recov- 
eries of $280,892, making a total income 
of $6,283,064. Out of this amount divi- 
dends of $3,500,000 were paid, $454,779 
was put back into the bond account, 
$475,000 was transferred to reserve for 
contingencies, and $6124 was allotted 
to miscellaneous charges. 

The increase in undivided profits for 
the year was $1,847,160, giving the 
bank a capital structure consisting of 
$14,000,000 capital stock, $16,000,000 
surplus, and $10,225,987 undivided 
profits—a total of $40,225,987. 

Total assets of the bank now stand 
at $486,078,430. Joseph Wayne, Jr., 
is president. 
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q Net earnings of the Chicago Title and 
Trust Company for 1938 held stable 
at $1,386,490 compared with $1,449,363 
for the previous year. After deducting 
dividends paid during the year at 6 per 
cent. $697,945 was added to undivided 
profits, increasing this figure to $4,073,- 
653. Total assets of the company stand 
at $38,578,902. 

“The reduction of real estate activ- 
ity,” said Holman D. Pettibone, presi- 
dent of the company, “which began in 
the latter part of 1937, continued 
throughout the first quarter of 1938. 
During the remainder of the year there 
was a gradual improvement. Invest- 
ment buying of real estate is becoming 
a more important factor. 

“Throughout the Chicago area con- 
struction of single residences increased 
steadily during 1938. In residential 


properties the percentage of occupancy. 


has declined slightly but rents have 
either held steady or have increased and 
have been paid without serious delin- 
quencies. Income from business prop- 
erties has continued to reflect the condi- 
tion of individual enterprise, with little 
change from last year. 

“While our income from high grade 
marketable securities reflects the lower 
interest and dividend returns now cur- 
rent, net income from our real estate 
shows improvement. The reduction in 
operating expenses to meet the lessened 
volume of business transacted in 1938 
demonstrates the success of the manage- 
ment in controlling costs.” 


Bank meetings 


q Net earnings of $1,326,522, or $120,- 
522 in excess of dividend payments, 
were reported for the Fidelity-Philadel- 
phia Trust Company, Philadelphia, Pa., 
by President Marshall S. Morgan at the 
annual stockholders’ meeting. Gross 
earnings at $4,609,495 showed a slight 
decrease from the $4,745,663 figure for 
1937. Profits realized on securities sold 
were $546,828, and undivided profits 
amounted to $2,264,408, from which 
$397,509 was transferred to reserve for 
contingencies. 


q Commenting on the country-wide de- 
cline in the demand for commercial 
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loans, President Paul Thompson of the 
Corn Exchange National Bank and 
Trust Company of Philadelphia, pointed 
out at the annual stockholders’ meeting 
that a bank, like a manufacturer, when 
it finds the demand for the article it 
produces is falling off, must endeavor 
to adapt its plant to the production of 
an article which is in greater demand. 
In this connection Mr. Thompson men- 
tioned the development by the Corn 
Exchange of its personal loan depart- 
ment, insurance premium financing 
plan, special checking service, and bank 
money order plan. 

Earnings were reported at $1,012,385 
for the year after all expenses and re- 
serve for taxes and depreciation. Out 
of these earnings $455,000 was paid in 
dividends and the balance was trans- 
ferred to undivided profits and various 
reserve accounts. Deposits rose $5,884,- 
270 during the year to a total of $107,- 
553,391. Securities held amounted to 
$42,000,000 of which U. S. Governments. 
equaled 64.19 per cent. 

Speaking on the proportion of ex- 
penses represented by taxes, Mr. 
Thompson pointed out that Federal, 
state, and municipal taxes plus the Fed- 
eral Deposit Insurance Corporation 
assessment amounted to $264,000, or 
approximately $1.16 for each share of 
stock. 


GA deposit increase of $64,500,000 
was reported for the First National Bank 
of Chicago at the annual stockholders’ 
meeting. This brings the bank’s ‘total 
deposits up to $935,567,243 and places 
it in the billion dollar total asset class. 
Profits for the year, after reserves and 
after providing for all known bad and 
doubtful debts, amounted to $4,520,992, 
compared with $4,807,505 in 1937. In 
December the bank’s board of directors 
transferred $2,500,000 from undivided 
profits to surplus, increasing the sur- 
plus account to $32,500,000, and at the 
same time declared a quarterly dividend 
of 2 per cent. on the capital stock of 
the bank, raising the annual rate to 8 
per cent. With the three prior quarterly 
dividends of 11% per cent. declared and 
paid in 1938, this made total dividend 
declarations for the year $1,950,000. 
Earnings of the trust department of 
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the bank were reported lower for the 
year due to the fact that the amount 
of new bond financing, as distinguished 
from refunding, was at an abnormally 
low level during the year, and to the 
fact that the demand for trust services 
in connection with foreclosures and re- 
organizations was less. 


q The Farmers and Merchants National 
Bank of Los Angeles enjoyed favorable 
operating results for 1938 despite the 
declining volume of loans and the low 
level of interest rates which prevailed, 
it was reported at the annual meeting 
of stockholders by President V. H. 
Rossetti. All earnings in excess of divi- 
dend requirements, amounting to $540,- 
000, and the increase of approximately 
$63,000 as reflected in the undivided 
profits account, was carried to reserves 
as has been the bank’s custom. 


q Earnings of the Chemical Bank and 
Trust Company, New York, after charg- 
ing off losses and deducting general op- 
erating expenses amounted to $7,129,612 
in 1938, Chairman Percy H. Johnston 
reported to stockholders at their annual 
meeting. This amount compared with 
$7,834,764 earned in 1937. Mr. John- 
ston considered that the bank did well 
to maintain its earning power prac- 
tically unchanged in the face of the lack 
of demand for borrowings and the very 
low interest rates. Business, he said, 
had been “shell-shocked by investiga- 
tions, regulations, undue taxation, and 
much political abuse” and would re- 
main “in the doldrums until political 
conditions change.” 

Outlining the bank’s policy, he said: 

“Our principal objective is to con- 
serve our capital account during such 
periods and not to be led astray in 
making long-time commitments or in- 
vading other lending fields for which 
commercial banks are not equipped, 
either by experience, the nature of their 
business, or the quick demands that 
could be made upon them.” Repeal of 
the Silver Purchase Act he held most 
important to the economic future of the 
country. 


q An increase in the dividend rate from 
$1 to $1.50 a share was announced for 
the Continental Illinois National Bank 


and Trust Company at the annual meet- 
ing of stockholders by Walter J. Cum- 
mings, chairman. The bank in recent 
years has been paying $1 semi-annually. 
Payment at the new rate was made 
February 1 to stock of record January 
20. Mr. Cummings announced that 
earnings for the past year amounted to 
$15,565,517. It was decided to refrain 
for the present from reducing the $25.,- 
000,000 preferred stock held by the Re- 
construction Finance Company. All 
nineteen directors of the bank were re- 
elected. 

H. P. O’Connell, a second vice-presi- 
dent, was elected a vice-president, and 
Harry L. MacGregor and John W. 
Nichols, assistant cashiers, weré elected 
second vice-presidents. 


q At a meeting of the board of directors 
of the Commercial National Bank and 
Trust Company of New York held fol- 
lowing the annual stockholders’ meet- 
ing Herbert P. Howell, president of the 
bank, was elected chairman of the board, 
and Walter G. Kimball, formerly senior 
vice-president, was made president. Mr. 
Howell, as chairman, will continue to 
be the chief executive officer of the bank. 
Mr. Kimball has been an officer of the 
Commercial National since 1928 and 
senior vice-president since 1936. 

At the annual meeting of the bank 
net earnings for the year were reported 
at $703,695, compared with $679,869 
in 1937. 

“Despite the low level of industrial 
activity, the substantial volume of busi- 
ness transacted during the year is evi- 
dence of the active use of the bank’s 
facilities,” Mr. Howeli said. “An appre- 
ciable part of this volume has arisen 
through the addition of many new rela- 
tionships with important firms, corpora- 
tions, and individuals.” 

Mr. Howell predicted a moderate im- 
provement in business in the near 
future. 


q Figures for the Brooklyn Trust Com- 
pany, Brooklyn, N. Y., showed earnings, 
after reserves for depreciation of bank 
buildings and other real estate and not 
including security profits and recov- 
eries, of $570,730, equal to $6.95 a 
share, which compared with $611,215, 
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equal to $7.36 per share, for the year 
1937, it was announced at the annual 
stockholders’ meeting by President 
George V. McLaughlin. 

Dividends amounting to $328,000 
were paid to stockholders during the 
year, $50,000 was added to surplus, and 
$14,766 was added to undivided profits. 
The remainder of the earnings were 
either used for a write-offs or carried 
into reserve accounts. 


Sales of real estate during the year 
reduced the bank’s holding, other than 
banking building, by almost a third. 
Continued low interest rates combined 
with the fact that repayments on loans 
were being received faster than new 
loans c8uld be made were cited by Mr. 
McLaughlin as the causes for decreased 
earnings. The trust department, the re- 
port said, was operating at a satisfactory 
profit. 


q Attention was called to the upward 
trend of major business indexes and the 
more encouraging prospect which they 
indicate for future business by Herbert 
D. Ivey, president of the Citizens Na- 
tional Trust and Savings Bank, Los 
Angeles, Cal., in his report to the stock- 
holders. “Once the prospect of more 
settled operating conditions is realized 
we may expect to see capital return to 
its proper work of providing long ne- 
glected improvements in production fa- 
cilities, and we may expect to see 
increasing reémployment of labor in 
wealth producing enterprise,” Mr. Ivey 
said. 

Net operating earnings for the year, 
before charge-offs, were reported at 
$626,447. This figure did not include 
recoveries, profits on securities, etc., of 
$330,178. The earnings per share were 
$2.51 for 1938 as compared with $2.47 
for 1937. 


QJulien H. Hill, president of the 
State-Planters Bank and Trust Company 
of Richmond, Va., reported total earn- 
ings of the bank for 1938 at $354,059 
at the annual meeting of stockholders. 
Of this amount $51,573 was paid out 
in dividends on the preferred stock and 
$80,000 was distributed to the common 
stockholders. The surplus account was 
increased by $100,000 and $7105 was 
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added to undivided profits. The retire- 
ment of $100,000 of preferred stock 
was provided for during the year, mak- 
ing a total now retired of $350,000 and 
leaving $1,650,000 still outstanding. 
Mr. Hill reported that the 16,468 loans 
made during the year totaled approxi- 
mately $75,000,000. Deposits increased 
by $5,260,000. 


q Net earnings amounting to $657,609 
after the payment of dividends on pre- 
ferred stock were reported for California 
Bank, Los Angeles, by President A. M. 
Chaffey at the annual stockholders’ 
meeting. Commenting on the policy of 
the bank during the past few years of 
not paying cash dividends, Mr. Chaffey 
said: 

“While the common shareholders 
have had to forego cash dividends for 
some years past, due to the wise policy 
of the board in building the amount of 
common stock equity, I do not believe 
the shareholders are fully cognizant of 
the results achieved. The facts are that 
the common stock equity stood on June 
30, 1934, at $4,358,864 and on Decem- 
ber 31, 1938, amounted to $8,369,894, 
an increase of $4,011,030, equal to a 
gain of $20.06 on each of the 200,000 
shares of common stock now outstand- 
ing.” 

George M. Breslin was elected to fill 
a vacancy on the board of directors 


created by the death of his father. 


q Net earrings of the Security-First 
National Bank of Los Angeles, as re- 
ported to stockholders at the annual 
meeting by President G. M. Wallace, 
amounted to $7,801,281 for 1938 after 
payment of all operating expenses, in- 
cluding interest paid on deposits, and 
after deduction of reserves for taxes, de- 
preciation, etc., but before charge-offs 
and write-downs. Additional profits 
from the sale of assets and from re- 
coveries amounted to $2,707,760, mak- 
ing a total of $10,234,685. Of this 
amount $3,900,000 was set aside dur- 
ing the year for dividends on common 
stock. Preferred stock amounting to 
$500,00 was retired, another $500,000 
was placed in the preferredsstock re- 
tirement fund, $2,000,000 was carried 
to undivided profits, increasing that ac- 
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count to $4,000,000, and the balance of 
$3,334,685 was transferred to reserve 
for contingencies. : 

Loans and discounts on December 31 
totaled $240,429,245 and were made to 
84,000 borrowers, mostly people of 
modest means. The bank reported a 
large number of personal, moderniza- 
tion, and real estate loans. Total re- 
sources at the year-end stood at $633,- 
861,610 and total deposits at $566,456,- 
477, 49 per cent. of which were demand 
or commercial deposits. 


q At the annual stockholders’ meeting 
of The Anglo California National Bank 
President Mortimer Fleishhacker _re- 
ported substantial increases in capital, 
surplus and undivided profits and a new 
high level in cash and securities for the 
year 1938. As of December 31, 1938, 
the cash and securities of the bank to- 
taled $147,289,039 as compared with a 
total of $121,818,666 for these items a 
year ago, or an increase of $25,470,373. 
Deposits totaled $204,848,751 and are 
at approximately the same high level 
as in recent statements. 

President Mortimer 


Fleishhacker 


mentioned in his report that the Anglo 


Bank now operates nineteen branches, 
nine in San Francisco and ten outside 
of San Francisco. The deposits of the 
ten out-of-town branches show an in- 
crease of more than 63 per cent. since 
they became branches of The Anglo 
California National Bank. 

President Fleishhacker also stated 
that, notwithstanding the low interest 
rates that have prevailed generally 
throughout the country and the low 
revenue obtainable from high grade in- 
vestments, the bank has enjoyed good 
earnings. 


¥S. Sloan Colt, president of Bankers 
Trust Company, New York, reported to 
stockholders at their annual meeting on 
January 12 that the bank’s net operat- 
ing earnings for the year 1938 were 
$7,122,032. In addition to these earn- 
ings, miscellaneous net recoveries 
amounted to $409,711. After the pay- 
ment of dividends amounting to $5,000,- 
000, undivided profits were increased by 
$2,531,743 to a total of $29,464,116 at 
the year-end, bringing total capital 


funds to $104,464,116. The 1938 earn- 
ings were equivalent to $2.85 per share 
on the bank’s capital stock, comparing 
with $7,369,114, or $2.95 per share, in 
the preceding year. 

“Since the last annual meeting of 
stockholders,” Mr. Colt said, “the board 
of directors adopted the policy of ap- 
praising United States Government 
securities in the investment account at 
amortized cost, and all other securities 
at amortized cost or market, whichever 
is lower. In accordance with our prac- 
tice of the last few years and consistent 
with the procedure adopted by the Fed- 
eral and state supervisory bodies, net 
profits from securities sold from the in- 
vestment account, amounting in 1938 to 
$3,099,025, have been credited to in- 
vestment securities reserve. The bal- 
ance in this account at the end of the 
year was $9,221,576. 


@ Depressed business activity resulting 
in a decrease of bank earning power 
was reported by William C. Potter, 
chairman of the Guaranty Trust Com- 
pany of New York, at the annual meet- 
ing of stockholders held January 18. 
The Guaranty’s earnings for 1938 
amounted to $12,172,838 as compared 
with $13,660,810 in 1937. Total as- 
sets rose during the year to $1,941,765,- 
660, an increase of $159,830,723. Cash 
items rose $310,204,337 during the year 
to total $788,474,638, while loans and 
bills purchased declined $94,398,426 to 
$528,846,450. Commenting on _ the 
effect on business of experimental legis- 
lation, the report said: 

“A more realistic view of economic 
problems on the part of the general 
public would be sure to find its reflec- 
tion in governmental policies toward 
business and would therefore help very 
greatly to strengthen the foundations on 
which sound recovery must be built.” 

Matthew T. Murray, Jr., was elected 
a director to fill one of the vacancies 
caused by the deaths of Henry W. de 
Forest and Edward D. Duffield. Other 


directors and officers were re-elected. 


q Thomas C. Boushall, president, stated 
in his annual report to the stockholders 
of The Morris Plan Bank of Virginia 
at their annual meeting held at Rich- 
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mond, January 13, that the earnings of 
the bank in 1938 had been the best in 
its history and that these earnings did 
not include net additions to reserves, 
which were substantial. He reported 
that during the year $200,000 had been 
transferred to the surplus account, 
$100,000 of which had in turn been. de- 
clared out in December as a stock divi- 
dend, increasing the common capital 
stock of the bank from $900,000 to 
$1,000,000. In addition, $54,000 in 
cash dividends were declared and paid 
during 1938. 

Mr. Boushall further stated that the 
resources of the bank had increased 
$2,241,000, including a $1,294,000 in- 
crease in savings deposits. The bank’s 
present balance sheet of $22,522,267 
represents business being handled for 
more than 90,000 separate accounts us- 
ing the various services of the bank. 

Wirt P. Marks, Jr., of the firm of 
Hunton, Williams, Anderson, Gay and 
Moore, and John M. Taylor, Jr., of the 
Sash, Door & Glass Corp., were newly 
elected to the board of directors of the 
bank. All other directors were re- 
elected. 


@ In a brief summary of the results of 


the year’s operations released by the 
Pennsylvania Company, Philadelphia, 
prior to the publishing of the annual 
report to stockholders, President Wil- 
liam Fulton Kurtz placed net earnings 
for the fiscal year ended November 30 
at $2,008,577, or $2.39 per share, com- 
pared with $1,932,915, or $2.30 per 
share, in the previous year. As gross 
earnings decreased from $7,224,554 in 
1937 to $7,016,689 for the past year, 
the improvement in net earnings repre- 
sents greater economy of operation. 
Gross expenses and taxes at $5,008,112 
showed a decrease for the year of $283,- 
527. 

From net earnings were paid divi- 
dends of $1,344,000 (16 per cent. on 
the $10 par shares), the balance of 
earnings of $664,577 being transferred 
to contingent reserve account. In ad- 
dition to the above balance of earnings, 
there were securities profits and recov- 
eries of $966,119, which were credited 
direct to contingent reserve. 

Against contingent reserve there were 
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made charges aggregating $2,967,625 
to reduce the carrying value of other 
real estate and mortgages, to write-down 
doubtful loans, and to reduce all de- 
faulted or non-dividend-paying secu- 
rities to market or lower. The total 
portfolio of securities is carried at less 
than current market prices. 

In view of the continued unsatisfac- 
tory condition of the real estate market 
in this district and of the uncertainties 
of the business outlook, both at home 
and abroad, these substantial charges 
against reserves were deemed proper. 


gq A highly satisfactory year marked by 
both increased deposits and increased 
earnings was reported to the stockhold- 
ers of the Hibernia National Bank in 
New Orleans, La., by Chairman R. S. 
Hecht. After making provision for de- 
preciation, contingencies, and taxes, the 
total net earnings of the bank amounted 
to $337,658. After payment of divi- 
dends on preferred stock, $301,658 re- 
mained, or $4.02 per share on common 
stock. This compares with earnings in 
1937 of $162,448, or $2.17 per share. 
In view of these increased earnings, the 
board of directors at its meeting held 
December 13 decided to increase the 
dividend payable on common stock in 
1939 from 4 per cent. to 5 per cent. 
The bank gained $5,421,632 in deposits 
for the year bringing the total up to 
$50,747,118. 

Contrary to the general trend 
throughout the country, loans and dis- 
counts of the Hibernia National Bank 
increased about 20 per cent. during 
1938 and stood at $14,891,296 at year’s 
end although only a small proportion 
of the credit lines extended are actually 
being used. The foreign department is 
also reported as having increased both 
its volume of business and its earnings. 


G Lewis E. Pierson, chairman of the 
board of the Irving Trust Company, 
New York, opened the bank’s annual 
meeting by denying Wall Street rumors 
of a possible merger of the Irving and 
some other bank. After pointing out 
the difficulties with which banks have 
had to contend during the last decade, 
Mr. Pierson stated that there seemed 
grounds for encouragement at this time 
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because of the recent improvement of 
business conditions. 

President Harry E. Ward, reporting 
on the bank’s operations, informed 
stockholders that the net profit of the 
bank for the year, exclusive of special 
charges, was $3,113,739, or 62 cents a 
share. This figure included net profit 
on securities of $2,404,485. Special 
charges amounting to $8,910,929 were 
made at the year-end, Mr. Ward re- 
ported, to set up valuation reserves and 
to reduce the book value of the bank’s 
building. The policy of the bank of 
not investing in securities of long ma- 
turity was revealed by an analysis of 
the portfolio, which showed the average 
maturity at less than two years. 

The Irving meeting was somewhat 
enlivened by a thirty-minute speech de- 
livered- by J. Newcomb Blackman, a 
representative of the American Federa- 
tion of Investors, Inc., who proposed 
that small savers and investors would 
do well to maintain a lobby in Wash- 
ington as does labor to protect its in- 
terests and fight a decline in interest 
rates. 

William N. Enstrom, a vice-president 
of the bank, was elected to the board 
of directors. 


q Net income of $2,582,828, a slight 
increase over the preceding year, was 
announced for the New York Trust 
Company by Chairman Mortimer N. 


Buckner at the annual meeting. Mr. 
Buckner reported operating income at 
$2,897,152, from which was deducted 
$314,324, representing the excess of 
provisions for losses and contingencies 
over profits on securities, recoveries, 
and other profits. In 1937 operating 
income was $3,059,169 and the deduc- 
tion for excess of losses and contingency 
reserves over profits was $532,062. 

As was the general trend of New 
York City banks, deposits of the New 
York Trust Company increased and 
loans and discounts declined. This 
shrinkage, Mr. Buckner said, was not 
due to any reluctance on the part of 
the company to make loans, but was 
caused by the fact that business was 
not making use of the banking facil- 
ities available. 

The average maturity in the bank’s 
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Government securities portfolio was 
lengthened, the breakdown of the ma- 
turities revealed. Mr. Buckner said that 
54.9 per cent. of the bank’s holdings 
is due within five years, 34.2 per cent. 
between five and ten years, and 10.8 
per cent. in more than ten years. 


Bank stocks 
q New York City bank stocks, after 


several major market fluctuations, closed 
only slightly lower for 1938 than for 
the previous year, according to the an- 
nual review of Hoit, Rose & Troster. 

The firm’s weighted average of 17 
representative issues opened the year at 
43.02, rose to the year’s high of 47.94 
on January 10, declined to the year’s 
low of 35.94 on March 31 and closed 
the year at 42.53, a net decline of only 
1 per cent. 

During the year, however, the bank 
stocks had several major swings which 
compared favorably with those of the 
general market. The January rise over 
the December, 1937, low was 19 per 
cent., followed by January-March de- 
cline of 25 per cent. March-August re- 
covery totaled 25 per cent. August- 
September decline was 1714 per cent., 
but the list recovered 19 per cent. in 
November. Corrective reaction of 11 
per cent. ended early in December, and 
from that point, the list closed the year 
8 per cent. higher. Seven of the seven- 
teen stocks in the average closed higher 
for the year. 


Bank directors 


q The creation of “professional” cor- 
porate directors who really direct and 
receive payment for their services was 
suggested by William O. Douglas, chair- 
man of the Securities and Exchange 
Commission, last month. The new type 
of director, Mr. Douglas said, would 
safeguard the interests of stockholders 
and prevent financial scandals by tak- 
ing the place of the often inactive di- 
rector who “does so little in the way 
of actually directing or supervising cor- 
porate managements.” 

Mr. Douglas put forth his suggestion 
in an unofficial capacity and more as 
a program for-industry itself- than -as 
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a proposal for any legislation. He 
pointed out that while recent financial 
scandals had shown that directors are 
in the overwhelming majority honest 
and capable, they are often not in a 
position to exercise counsel, guidance, 
and restraint. 


Correspondent relations 


q Rumors that some attempt might be 
made to require 100 per cent. reserves 
against inter-bank balances are not be- 
ing considered seriously in correspond- 
ent circles, according to an article ap- 
pearing in the American Banker. The 
reason, the article says, is the depend- 
ence of the U. S. Treasury upon the 
buoyancy of the New York money 
market. Continuing, it points out: 
“The effect of inter-bank deposits is 
not to increase excess reserves. What 
it does do is to concentrate them in the 
large centers. However, if these out- 
of-town balances were taken away from 
the New York banks and lodged with 
the twelve Federal Reserve banks, the 
result would be to wipe out the excess 
reserves of the New York City institu- 
tions. They accordingly would prob- 
ably reduce their holdings of Govern- 
ments so as to improve their cash 
position. Such a situation would mean 
selling U. S. securities and since the 
banking business is pretty much a situa- 
tion of ‘follow the leader,’ other banks 
would start to sell Governments be- 
cause they feared that they might de- 
cline in price. This would mean a 
break in Government bond market, 
which would have to be stopped either 
by the Treasury or the Federal Reserve 
banks, using the new deposits they had 
obtained to buy Government bonds.” 


Crime 


@ Being placed on probation was the 
penalty Stanley H. Bergesen, former 
assistant manager of the American 
Trust Company of San _ Francisco 
branch at Pittsburg, received for giving 
funds he embezzled from the bank to 
charity. Apparently none of the $7416 
taken by this modern Robin Hood, as 
newspaper writers called him, was used 
for his personal benefit, according to 


180 


testimony received in letters from the 
Pittsburg mayor, chamber of commerce, 
fraternal organizations, and Contra 
Costa County supervisors and sheriff. 
Federal Judge A. F. St. Sure termed 
the case the “most remarkable” ever 
to come to his attention and gave Ber- 
gesen a Christmas present by placing 
him on probation. 


q An unusually well-timed robbery of 
the Railway Express Agency at Youngs- 
town, O., December 30, netted a total 
of $35,000 in one dollar bills consigned 
by a Youngstown bank to the Federal 
Reserve Bank of Cleveland. Night 
guards had just removed their pistols 
and day men had not yet strapped theirs 
on when the three bandits appeared 
and held up the twenty express em- 
ployees, said G. W. Stover, company 
officer. 

The thieves made good their escape 
in a car stolen from a passing motorist, 
after crashing their own machine into 
a bridge guard rail. 


Deaths 


G Dan Voorhees Stephens, former presi- 
dent of the Stephens National Bank, 
Fremont, Neb., died at his home on 
January 13 after a long illness. He 
was 71 years old. He originally or- 
ganized the Fremont State Bank, the 
name of which was later changed to the 
Stephens National Bank, and was presi- 
dent of that institution until his retire- 
ment a month before his death. Mr. 
Stephens had served in Congress and 
as vice-president of the State Bank Di- 
vision of the American Bankers Associa- 
tion in 1928. He was an author and 
interested in educational publishing. 


G William P. Gest, chairman of the 
board of the  Fidelity-Philadelphia 
Trust Company, Philadelphia, died 
January 12 at the age of 77. 

Mr. Gest entered the banking profes- 
sion in 1889 with the Fidelity Trust 
Company, which in 1926 was consoli- 
dated with the Philadelphia Trust Com- 
pany as the Fidelity-Philadelphia Trust 
Company. 

Mr. Gest was for many years chair- 
man of the Philadelphia Clearing 
House Association and at the time of 
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his death was a director of twenty-nine 
corporations. 


q Earl H. Shepherd, executive vice- 
president of the First National Bank 
and Trust Company of Kalamazoo, 
Mich., and president of the Southern 
Michigan Bankers Association, died on 
December 29 at the age of 61. 


Roger Williams, assistant comptroller 
of the Chase National Bank, New York, 
died on January 3 of a heart attack. 
He was 53 years old and had been 
with the bank for 20 years. 


@ Henry J. Tansley, secretary of the 
Chicago Title and Trust Company, 
Chicago, Ill., died on December 27 at 
the age of 62. Secretary since 1921, 
Mr. Tansley had been with the Chicago 


Title and Trust for more than 45 years. 


q Charles T. Blizzard, vice-president of 
the Union Trust Company of Indian- 
apolis, Ind., died on December 24 after 
20 years of service with the bank. He 
was 64 years old. 


Dividends 


The Continental Illinois National 
Bank and Trust Company of Chicago 
has declared a semi-annual dividend of 
$1.50 a share payable February 1 to 
stockholders of record January 20. This 
represents a 50 per cent. increase in 
dividends over the $1 paid August 1, 
1938. The stock is now on an annual 


cash dividend basis of $3. 


Economics 


q The eighty billion dollar national 
income mentioned by President Roose- 
velt in a recent speech as necessary for 
prosperity “ought not to be too diffi- 
cult,” commented Col. Leonard P. 
Ayres, vice-president and econemist of 
the Cleveland Trust Company, but it is 
“related to one simple controlling fac- 
tor... the attitude of the Federal 
Government toward business profits.” 
Writing in the Business Bulletin of 
the Cleveland Trust Company, Col. 
Ayres gave it as his opinion that noth- 
ing is in the way of an expansion of 
business except the fear of business men 
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of the risk of Government checks on 
their profits. 


Personal 


q At a meeting of the board of directors 
of The Commercial National Bank and 
Trust Company of New York held 
January 10, Herbert P. Howell, presi- 
dent, was elected chairman of the board 
and Walter G. Kimball, senior vice- 
president, was elected president. . Mr. 
Howell as chairman of the board con- 
tinues as chief executive officer in the 
administration of the affairs of the bank. 

Mr. Kimball has had broad experi- 
ence in the New York City banking field 
with the exception of a period in 
France during the World War. From 
1917 to 1919 he was an officer in the 
Oth Infantry, 2nd Division, Regular 
Army, and his decorations include the 
Distinguished Service Cross and the 
Croix de Guerre. He joined The Com- 
mercial National Bank and Trust Com- 
pany of New York in 1928 as vice- 
president and since 1936 has been 
senior vice-president. 


@ George Whitlock, assistant vice-presi- 
dent, has been elected a vice-president 
of the National City Bank of New York. 
Mr. Whitlock joined the National City 
organization in 1927 as an assistant 
cashier assigned to the Peoples Trust 
branch in Brooklyn. 


q Francis P. Murphy, vice-president of 
the Nashua Trust Company, Concord, 
N. H., has entered upon his second term 
as governor of the state. 


q W. Leroy Ward, Jr., senior examiner 
of the Louisiana State Banking Depart- 
ment, was appointed cashier of the 
Fidelity Bank and Trust Company of 
Baton Rouge, La., on January 1. He 
is the only son of W. Leroy Ward, presi- 
dent of the bank. 


@ Harry J. Markley has been elected 
president of the Trust Company of 
Larchmont, Larchmont, N. Y. Mr. 
Markley is an instructor in finance at 
the Wharton School of the University of 
Pennsylvania and manager of the 
Clement A. Griscom estate in Phila- 


delphia. 
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Convention Dates 


GENERAL 


February 14-16—Mid-Winter Trust Confer- 
ence, A. B. A. Waldorf-Astoria Hotel, 
New York City. 

April 23-26—Executive Council, A. B. A. 
Spring Meeting, The Homestead, Hot 
Springs, Va. 

April 27-28—Bankers’ Association for 
Foreign Trade. Annual Meeting. French 
Lick Springs Hotel, French Lick Springs, 
Ind. 

May 10-12—National Association of Mutual 
Savings Banks. Waldorf-Astoria Hotel, 
New York City. 

May 18-20—National Safe Deposit Advis- 
ory Council, San Francisco. 

June 5-9—American Institute of Banking. 
Pantlind Hotel, Grand Rapids, Mich. 


June 19-30—Graduate School of Banking, 
Rutgers University, New Brunswick, N. J. 

September 11-14 (tentative)—Financial Ad- 
vertisers Association, Toronto, Canada. 

September 25-28—American Bankers As- 
sociation. Olympic Hotel, Seattle, Wash. 


STATE AND SECTIONAL 


February 9-10 — Regional Conference, 
A. B. A. Neil House, Columbus, O. 

February 22—Group One, Wisconsin Bank- 
ers Association. St. Paul Hotel, St. Paul. 

February 23-24 — Regional Conference, 
A. B. A. Nicollet Hotel, Minneapolis, 
Minn. 

March 8-10—Regional Conference, A. B. A. 
Waldorf-Astoria Hotel, New York City. 

March 26-31—Louisiana Bankers Associa- 
tion. Cruise on “Rotterdam” to Havana. 

April 4-5—Wisconsin Bankers Association. 
Banking Conference. University of Wis- 
consin, Madison, Wis. 

April 14-15—Florida Bankers Association. 
Jacksonville, Fla. 

April 28-29—New Mexico Bankers Asso- 
ciation. Hotel Clovis, Clovis. 

May 3-4—Indiana Bankers Association. 
Claypool Hotel, Indianapolis, Ind. 

May 4-5—Oklahoma Bankers Association, 
Oklahoma City, Okla. 

May 8-10—Missouri Bankers 
Excelsior Springs. 

May 9-10—Mississippi Bankers Association. 
Buena Vista Hotel, Biloxi, Miss. 

May 9-11—South Carolina Bankers Associa- 
tion. Poinsett Hotel, Greenville, S. C. 
May 10-12—Kansas Bankers Association. 

Kansas City, Kan. 

May 11-12—Alabama Bankers Association. 
Montgomery, Ala. 

May 11-13—Eastern Regional Conference, 
National Association of Bank Auditors 
and Comptrollers. Hotel Astor, New York 
City. 
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Association. 


May 14-19—Virginia Bankers Association. 
Cruise to Bermuda leaving Hampton 
Roads May 14, returning May 19. 

May 16-18—Texas Bankers Association. 
Baker Hotel, Dallas, Texas. 

May 17-18—Maryland Bankers Association. 
Hotel Traymore, Atlantic City, N. J. 

May 18-20—New Jersey Bankers Associa- 
tion. Ambassador Hotel, Atlantic City, 
N. J. 

May 24-26—California Bankers Association. 
Hotel del Coronado, Coronado, Calif. 

May 24-26—Pennsylvania Bankers Associa- 
tion. Hotel Traymore, Atlantic City, 
N.. 

May 25-26—Illinois Bankers Association. 
Pere Marquette Hotel, Peoria, II. 

May 25-27—West Virginia Bankers Asso- 
ciation. Greenbrier Hotel, White Sulphur 
Springs, West Va. 

May 25-27—Massachusetts Bankers Associa- 
tion. New Ocean House, Swampscott, 
Mass, 

May 25-30—New York State Bankers Asso- 
ciation. Cruise to Nassau, Bahama 
Islands. 


June 2-3—South Dakota Bankers Associa- 
tion. St. Charles Hotel, Pierre, S. D. 
June 5-7—Iowa Bankers Association. Place 

undecided. 

June 7-8—Wisconsin Bankers Association. 
Hotel Schroeder, Milwaukee, Wis. 

June 8-11—District of Columbia Bankers 
Association. The Homestead, Hot Springs, 
Va. 

June 9-10—Vermont Bankers Association. 
Woodstock Inn, Woodstock, Vt. 

June 11-16—Virginia Bankers Conference. 
University of Virginia, Charlottesville, 
Va. 

June 12-13—Oregon Bankers Association. 
Place undecided. 

June 14-16—Minnesota Bankers Association. 
St. Paul Hotel, St. Paul, Minn. 

June 16-17—Colorado Bankers Association. 
Hotel Colorado, Glenwood Springs, Colo. 

June 23-25—Maine Bankers Association. 
Poland Spring House, Poland, Maine. 

July 10-14—North Carolina Bankers Con- 
ference, University of North Carolina, 
Chapel Hill, N. C. 

July 18-20—Kentucky Bankers Conference. 
University of Kentucky, Lexington, Ky. 

August 14-19—Tennessee Bankers Associa- 
tion. Banking Conference. University of 
Tennessee, Knoxville, Tenn. 


NOT YET DECIDED 


Arkansas Bankers Association, Hotel Mar- 
ion, Little Rock, Ark. (Late April or 
May.) 

Georgia Bankers Association, Savannah, Ga. 

Ohio Bankers’ Association, Toledo, O. 
(May.) 

Tennessee Bankers Association, Chattanooga. 
Tenn. 
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EDITORIAL COMMENT 


BANKERS CALL FOR REDUCTION 
OF EXPENDITURES 


HAT bankers of the country are 
deeply concerned about mounting 
public expenditures, appears from the 
following resolutions recently adopted 
by the New York State Bankers Asso- 


ciation: 


Resolved, That the New York State 
Bankers Association call upon the Congress 
to bring about a drastic curtailment of gov- 
ernmental expenditures in every possible 
way to the end that public confidence in 
the high credit of government may remain 
unimpaired. 

While we realize that there are certain 
fixed charges upon the Government which 
cannot be reduced, there is a vast field of 
expenditure which has been increasing year 
after year over which Congress and the 
Administration have control and should 
now materially reduce. 

We further call upon those who control 
the legislative and administrative branches 
of New York State, its counties and muni- 
cipalities to halt the mounting cost of gov- 
ernment to the end that the people may be 
relieved from excessive taxation and the 
feeling of uncertainty resulting from un- 
balanced budgets may be removed. 

The members of the association are con- 
scious of the increasing penalty of higher 
taxes upon business. No greater encour- 
agement can be given to further expansion 
of business and the re-employment of large 
numbers of workers than a drastic reduc- 
tion of expenditures, which can be reduced, 
resulting in a decreased tax burden. 


Primarily, the bankers of New York, 
like those of other states, are interested 
in governmental economy because it is 
essential to general business recovery, 
and it is to this source—the prosperity 
of the people—that bankers look for an 
improvement in their own business. 

But the banks have an interest in the 
matter that touches them closely. They 
are holders of obligations of various 
governmental authorities to a very large 
extent, and they justly view with appre- 
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hension a policy of public expenditures 
on a scale that, unless checked, may 
jeopardize the value of these obliga- 
tions, and thus tend to impair the safety 
of deposits in the banks. 

From several quarters are coming 
demands that public authorities must 
not only curb expenditures, but reduce 
them, so that business may be delivered 
from some of its taxation burdens, thus 
encouraging enterprise and aiding em- 
ployment, as the New York State Bank- 
ers Association points out. 


_— 


“MONEY TO LEND” 
NDER this title, the Mercantile- 


Commerce Trust Company of St. 
Louis, published in a local newspaper 
nearly a page of information respecting 
its lending policy. This advertisement 
is chosen from among many others, not 
because it is exceptional but for the 
reason that it is typical of what many 
banks are doing to combat, in a prac- 
tical way, the charge that banks are not 
willing to grant applications for sound 
loans. 

In this instance, the institution named 
not only sets forth its many lending 
services, but in addition publishes a 
number of letters expressing satisfac- 
tory services to its borrowers. In fact 
out of several hundred letters received 
from its commercial customers, only 
fifteen expressed any dissatisfaction— 
evidently a high record. 

It has been said many times, but will 
bear repetition, that banks do not in- 
itiate applications for loans. Such 
applications originate from those who 
believe that they can make a safe and 
profitable use of credit. And the ab- 
sence of this belief, existing as it does 
so widely today, must be the principal 
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reason why the commercial loans of 
banks are not expanding. But it is 
true that the banks, in passing on 
applications for credit, have to take 
account of prevailing conditions, for 
they are bound to affect the prosperity 
of various enterprises and the safety of 
loans as well. 

In showing its readiness to meet all 
sound credit demands, the Mercantile- 
Commerce Trust Company and many 
other banks are effectively replying to 
the charge that banks are not lending. 
“Money To Lend” is an effective slogan 
to repel this charge. 


a 


BANK SUPERVISION AND CREDIT 
POLICIES 


DEALING with this subject in the an- 

nual report of the Board of Gov- 
ernors of the Federal Reserve System, 
some suggestions are made that seem 
to contemplate a further regimentation 
of banking. The main objective of these 
proposals are embodied in this para- 
graph from the report: 


In considering relationships between ex- 
amination policies and general credit 
policies, it would be desirable to determine 
whether bank supervisory authorities should 
exert their influence to encourage extension 
of sound credit by banks at times when 
they have funds available and when such 
extension of credit may be helpful to the 
national economy; and, on the other hand, 
whether at time of unduly rapid growth 
of bank credit the influence of these 
agencies should be exerted to discourage 
banks from freely making loans, even of 
the kinds that ordinarily could be made 
with apparent safety by a particular bank. 
This question involves consideration of the 
relationship between the extension of credit 
at certain times by particular banks and the 
broader and long-range problem of nation- 
wide credit expansion. 


While this is thrown out in a purely 
tentative form, its implications are of 


far-reaching significance. Should the 
proposal be carried out, it would give 
to the Federal Reserve a much larger 
control over credit policies than it now 
has, and would place the banks under 
further regimentation. Whether or not 


this would be desirable probably de- 
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pends upon the point of view from 
which it is considered. The Federal 
Reserve authorities may think that such 
an extension of control of the credit 
policies highly desirable, but with this 
all bankers would not agree . 

There does not exist in this country 
a monitor of the money market like the 
Bank of England. That institution, 
while working in close codperation with 
the Government, is independent of po- 
litical control. This could hardly be 
the case with the members of the Fed- 
eral Reserve Board, all of whom are 
political appointees. Obviously, the 
policies recommended by the bank ex- 
aminers would be those favored by the 
Board at any particular time. And these 
policies might in certain eventualities 
be shaped more by political considera- 
tions than by the economic situation or 
the requirements of a sound banking 
policy. 


—_ 


EXPENDITURES FOR DEFENSE 


To the war hysteria which is pervad- 
ing so many countries of the world, 
and from which our own land is 
not exempt, THE BANKERS MAGAZINE 
refrains from adding anything what- 
ever. It is quite enough to say that 
there exists no substantial division of 
opinion regarding the provision of such 
measure of defense as the proper au- 
thorities may consider necessary, al- 
though there is not complete agreement 
as to the real or potential dangers 
threatening the United States. 

But there is one phase of this matter, 
whether relating to defense or the pos- 
sibility of war, that should be carefully 
weighed. And that is how to obtain 
the funds that may be required for out- 
lays to meet either or both these cases. 
We are already embarked on a plan for 
increased armament, which will call for 
a considerable addition to the present 
heavy expenditures of the Government. 
And either to issue more Treasury ob- 
ligations or to increase taxation is not 
to be contemplated with equanimity. 

Of especial concern at this time, with 
the swollen public debt, is the prospect 
of having to swell it still further. In 
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view of the situation, economy is clearly 
in order along lines other than those 
of military preparation. This policy 
should have been earlier applied, but 
its application can no longer be delayed 
with safety. 

One of the benefits conferred upon 
this country by the late Andrew W. 
Mellon while Secretary of the Treasury 
consisted in the steady reduction of the 
public debt. Had he not followed this 
policy, the credit of the Government 
would have been severely strained by 
the heavy demands made upon it in 
meeting the huge outlays required by 
the depression. When we entered the 


great World War, our Federal debt was 
only about $1,000,000,000, contrasted 
with some forty times that amount now. 

For governments, as for individuals, 
a financial back-log to meet emergencies 
is something to be kept steadily in mind. 


~ 


CONGRESS RESUMES CONTROL OF 
THE PURSE 


BY lopping off $150,000,000 from the 

$875,000,000 recommended by the 
President for the continuation of WPA 
projects, Congress has now resumed 
control over appropriations, heretofore 
made largely on demand of the execu- 
tive. 

While the reduction of expenditures 
by the sum named represents no small 
saving, and at a time when economy in 
public outlays has become imperative, 
the action of Congress in this respect is 
less important from the actual amount 
saved than because of the scrutiny which 
the House and Senate have now re- 
solved to exercise over sums required 
by the various departments of the Gov- 
ernment. It is quite natural for these 
departments and bureaus to take a lib- 
eral view of their needs. But, since 
Congress must at some time be called 
on to impose the taxes necessary to 
meet these outlays, it is plainly its duty 
to examine these demands with great 
care. And the problem has two sides. 
One side is that of relief and unem- 
ployment, and under present conditions 
it must be dealt with in no parsimonious 
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spirit. But the other side is not less 
important. For if those who provide 
the funds which relief and unemploy- 
ment require are too heavily burdened 
with taxes, their ability to meet the’ 
demands made upon them will be im- 
paired, and thus the relief to be afforded 
will suffer. 

It is known that the Administration 
is committed to a liberal spending 
policy, not merely for the purpose of 
providing relief and employment, but 
as a means of restoring the national 
income. The adoption of such a policy 
carries with it grave dangers, and de- 
mands to give effect to it should be 
closely scrutinized by Congress. 


—_— 


TAXING TAX-EXEMPT SECURITIES 
LOOKING with longing eyes for fresh 


sources of taxation needed to pro- 
vide for a mounting scale of public ex- 
penditures, President Roosevelt has 
proposed the enactment of a statute 
providing for the taxation of state and 
municipal securities now exempt from 
taxation. Reciprocally, the states are 
to be given the right of taxing obliga- 
tions of the Federal Government. 

It is the President’s contention that 
this result can be achieved by statute, 
instead of resorting to the slower method 
of a constitutional amendment. The 
President’s wish to have the matter 
settled in this way is easily understood. 
This method would save time. But the 
President perhaps recognizes what is 
undoubtedly true, that a proposed con- 
stitutional amendment would not receive 
the assent of the required number of 
states to ensure its ratification. 

Justification for this enlargement of 
the Federal taxing authority rests 
mainly on the ground that those pos- 
sessing great wealth may, by investing 
in tax-exempt securities, escape from 
paying large amounts in  taxes—a 
privilege which those not so fortunately 
situated do not have. 

Taxing one’s own credit seems, on 
the face of it, rather illogical. If state 
and municipal obligations are to be 
subjected to Federal taxation, they 
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would probably have to bear a higher 
rate of interest than at present. Thus 
the benefit gained by the Federal treas- 
ury would, in part at least, be lost by 
the states. 

The problem is a familiar one, and 
contains several well-known aspects not 
here considered. If the Federal authori- 
ties could curb their desire to find new 
ways of spending money, the demand 
for this additional field for levying 
taxes would lose some of its force. 


INTEREST AND DIVIDEND LOSSES 
ADDRESSING the annual meeting of 


shareholders of the Irving Trust 
Company, New York, J. Newcomb 
Blackmar presented some figures repre- 
senting losses which some _ investors 
have sustained in recent years. As 
stated, these figures show a loss in in- 
terest to savings bank depositors since 
1929 of $2,781,613,474—the loss being 
attributed to a reduction of interest 
rates paid on deposits. It was also 
claimed that policy holders in life in- 
surance companies had lost approxi- 
mately in the same time (1929-1938) 
through reduced dividends $1,761,106,- 
052. The figures cited also showed that 


interest earned from all loans and in- 
vestments of members of the Federal 
Reserve System had declined from $2,- 
068,800,000 in 1929 to $1,014,900,000 
in 1938. 

Of course, there are certain offsetting 
factors in these “losses.” 

For example, Secretary Morgenthau 
is highly pleased that the interest now 
paid on the huge volume of Federal 
debt is much smaller, relatively to 
volume than when the debt was far 
less. So far as the commercial banks 
are concerned, they are also happy that 
they have been relieved of paying in- 
terest on a substantial part of their de- 
posits. If the depositor is not corre- 
spondingly elated, it may be that he 
is not sufficiently alive to the advantages 
in safety and economy of operation 
afforded the banks by this relief. 

“There are gains for all our losses,” 
as has been observed; and perhaps if 
these figures were carefully analyzed, 
this remark would find further con- 
firmation. 

A decline in interest rates on public 
obligations means less taxes required 
for redemption purposes. And if in- 
terest rates paid savings depositors have 
resulted in reduced rates to borrowers 
on mortgages, there has been some com- 
pensation for the loss of interest. 


THE REPLY DIPLOMATIC 


| he 1933, J. F. T. O'Connor was appointed Comptroller of the Cur- 


rency and before leaving Los Angeles, his home city, to go to 


Washington, he took lunch with a few friends of the motion picture 
industry, among whom was one of the beautiful leading ladies of the 
silver screen. 


In the exchange of friendly pleasantry, the lady asked Mr. O’Connor 
if he would put her picture on the first currency to be issued after he 


assumed his official duties. Although momentarily at a loss for an 
answer, he soon gallantly replied: 

“I’m afraid I can not comply with your request, and I sincerely 
regret being unable to do so. But, as you know, the President of the 
United States is opposed to hoarding currency, and I know that if the 
young men throughout the country got their hands on money adorned 
with your picture, they would never let go of it, not even to bank 
it."—Fort Madison Savings Bank News. 
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FINANCIAL REARMAMENT 


By Murray SHIELDS 
Economist 
Irving Trust Company, 
New York 


ORPORATION finance executives 
have learned in the school of ex- 
perience the necessity of conform- 

ing to those time-honored principles of 
financial administration, under which 
chronically unbalanced budgets are 
viewed with alarm, debts are contracted 
with the expectation that they will be 
repaid, careful planning is regarded as 
essential in order to keep- income in 
line with outgo, and value must be re- 
ceived for all expenditures. This is not 
to say that all corporations always fol- 
low such policies. But it still is true 
that our business standards call for 
rigid adherence to these principles, that 
corporations which disregard them 
usually land in bankruptcy, and that 
individuals who flout them are dis- 


credited. 
Sound Policies Lacking 


That such policies are not being fol- 
lowed by our Government is evidenced 
by the recent budget message to Con- 
gress, which contained some astonish- 
ing figures. It was estimated that by 
June, 1940, our Government will have 
completed a full decade of deficits, ac- 
cumulated to a ten-year total of $27,- 
000,000,000. It is further predicted 
that the direct Government debt, which 
in June, 1930, was $16,000,000,000, 
will by June, 1940, reach a total of 
more than $44,000,000,000. If the 
guaranteed obligations of agencies such 
as the HOLC, FFMC, etc., are added to 
this figure, the total direct and guaran- 
teed debt will be $50,000,000,000 an 


increase of 200 per cent. in ten years. 
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And what is even more important, no 
assurance was given that the trend will 
be reversed or that there is any firm 
intention to return to fiscal ortho- 
deoxy. ... 

Since it is in this environment of un- 
balanced budgets and accumulating debt 
that the nation is about to embark on 
an aggressive and expensive rearmament 
program, there are certain financial 
considerations which it would be im- 
prudent to disregard. .. . 

Our own rearmament program is but 
a part of the world movement toward 
the intensification of preparedness ac- 
tivities of all descriptions. Although 
few reliable figures are available, it is 
estimated by the Foreign Policy Asso- 
ciation that for sixty nations armament 
expenditures in 1938 will exceed $18,- 
000,000,000 vs. $8,800,000,000 in 1935 
and $4,000,000,000 in 1933. And the 
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“There are now indications 
that the United States will par- 
ticipate more actively in the re- 
armament race,’’ says Mr. 
Shields in this article, which is 
condensed from a recent address. 

‘*From such information as is 
available, it appears that the in- 
dustrial implications of rearma- 
ment are being given careful 
consideration in working out the 
details of our program, but little 
or no public consideration ap- 
pears to have been given to the 
need for financial rearmament— 
which though a far less popular 
subject of discussion—is no less 
necessary than military and in- 
dustrial rearmament.’’ 


total for the current year will probably 
be in excess of $20,000,000,000, or at 
least a five-fold increase over 1933. 
The unavoidable economic disloca- 
tions which will result from such a 
scale of expenditures for armament 
purposes are certain to be far-reaching. 


Since large scale rearmament activ- 
ities tend to weaken and distort the 
economic organization and to give an 
artificial stimulation to certain areas 


of business while governments are 
building their war reserves and increas- 
ing their war equipment, there is the 
danger that when rearmament programs 
are tapered off, there will be a post- 
rearmament depression—assuming of 
course that there is no war. The danger 
is that governments which fail to deal 
realistically with the economic, fiscal 
and monetary problems of rearmament 
may find it difficult to fill the gap left 
when rearmament stimulation is reduced 
and industry is put back on its own 
resources. 


This Country Entering the Re- 
armament Race 


Our own Government has not, until 
recently at any rate, found it necessary 
to initiate a program either of the mag- 


nitude or of the all-embracing character 
of those adopted by the European 
nations, but there are now indications 
that the United States will participate 
more actively in the rearmament race. 
Our expenditures for national defense 
are budgeted at a little over $1,100,- 
000,000 for the current fiscal year as 
compared with $633,000,000 in 1933. 
The budget for the fiscal period 1939-40 
shows a total of over $1,500,000,000, 
or two and a half times the expendi- 
tures in 1933. 


From such information as is avail- 
able it appears that the industrial im- 
plications of rearmament are being , 
given careful consideration in working 
out the details of our program... . 
But little or no public consideration ap- 
pears to have been given to the need 
for financial rearmament—which though 
a far less popular subject of discussion 
—is no less necessary than military and 
industrial rearmament. Serious con- 
sideration of these phases of our prob- 
lem would appear advisable in view of 
the fact that we have made such exten- 
sive use of the Federal credit during 
the past few years. With the Govern- 
ment deficit near record proportions 
the proposed increase of defense ex- 
penditures raises numerous fiscal and 
monetary problems. . . . 


One fiscal necessity of rearmament is 
that reserves of Government borrowing 
power be accumulated so that the Gov- 
ernment will be in a position to in- 
crease its debt without strain if war 
actually comes. The debt was increased 
by $25,000,000,000 during the last war, 
but from a level of only $1.000,000,000 
before the war started. There is no 
basis for estimating what a war would 
cost today, but with the new mechan- 
ized methods of warfare and with the 
air arm so important and expensive, 
there is no reason to doubt that the 
financial strains of war would be tre- 
mendous. It is one thing to add $25,- 
000,000,000 to a debt of $1,000.000,000; 
it is far more dangerous to add such an 
amount to a debt which is scheduled 
to reach $50,000,000,000 in a year and 
a half. Would it not be wise and pru- 
dent under the circumstances for the 
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Government to make every effort to bal- 
ance its budget during rearmament and 
if possible to reduce the debt against 
the certainty that war would force the 
even more intensive use of its credit 
resources ? 


Government credit is—despite some 
belief to the contrary—an exhaustible 
resource. It should be conserved care- 
fully for use in unmistakable emer- 
gencies. Its use should not be resorted 
to as a simple palliative for distress 
if that distress is the result of economic 
maladjustments which are subject to 
correction. 


My intention is not to emphasize 
the case for a balanced budget, but only 
to call attention to the fact that a na- 
tional defense program adds another 
strong reason to an already imposing 
list for returning to fiscal orthodoxy. 
That road is not as difficult as many 
would have us believe. Certainly it 
should be possible to reduce public 
works and relief expenditures as re- 
armament expenditures are stepped up 
and as business recovers. But we ought 
to go further than that and reduce ex- 
penditures to a point where the Social 
Security Fund accumulations as well as 
other revenues can be used to reduce 
the public debt held by private in- 


vestors. ... 


A Return to Sound Methods 


The Government does have a respon- 
sibility to the unemployed—none will 
deny that—but it is not to put men on 
relief and then adopt policies which 
so chill business initiative and so re- 
strict business enterprise that industry 
and trade are unable to take the work- 


ers off the relief rolls. Instead of ex- 
perimenting as to how far we can go 
in limiting business initiative and in 
obstructing business progress — why 
should we not now experiment by lift- 
ing one restraint after another and giv- 
ing business a chance to expand? If 
the Government will make a deliberate 
effort to stimulate business and to re- 
lease the pent-up energy of enterprise 
and risk-taking, the unemployment 
problem and the Government’s fiscal 


problem will both disappear. . . . We 
went down into depression in 1932-33 
and again in 1937-38, and it is time 
that we return to those sound methods 
which have been effective in getting us 
out of depressions in the past. The 
broad principle involved is that we must 
not exhaust our Government’s .credit 
during rearmament and should in fact 
strengthen it against the probability that 
we shall be faced with the necessity of 
using that credit aggressively if war 
actually comes. 


Banking System Should Be 
Strengthened 


Another fiscal necessity of rearma- 
ment is that the banking system be 
strengthened against the stresses and 
strains which are almost certain to be 
experienced either in a post-rearmament 
depression or in wartime. Interest rates 
have been allowed to decline to so low 
a level that banks have not been able 
to increase their capital funds materially 
from earnings and in an effort to hold 
income even at the current relatively 
low levels have been forced in many 
cases to purchase large amounts of 
long-term bonds at high prices. While 
the risk of bond price depreciation has 
been increased, the capital protection 
against that risk has not been increased. 
The cause of both these difficulties is 
to be found in a level of bank reserves 
which is abnormal, dangerous, and 
wholly unnecessary. As a part of any 


‘‘Wars are generally won by 
the nation which has the greatest 
reserves of financial as well as 
economic strength, and if this 
nation is to be adequately pre- 
pared for war, it is imperative 
that in our defense program 
prompt and realistic considera- 
tion be given to financial re- 
armament,’’ says Mr. Shields in 
this article, which is condensed 
from a recent address. 
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**One fiscal necessity of re- 
armameat is that reserves of 
Government borrowing power be 
accumulated so that the Govern- 
ment will be in a position to in- 
crease its debt without strain if 
war actually comes. The debt 
was increased by $25,000,000,000 
during the last war, but from a 
level of only $1,000,000,000 be- 
fore the war started .. . It is 
one thing to add $25,000,000,000 
to a debt of $1,000,000,000; it 
is far more dangerous to add 
such an amount to a debt which 
is scheduled to reach $50,000,- 
000,000 in a year and a half.’’ 


program of financial rearmament we 
ought to strengthen our banks by en- 
abling them to accumulate reserves of 
capital strength, for it is only if that 
is done that the banking structure will 
be able adequately to serve the nation 
in wartime. This means nothing more 
than a modification of our present 
monetary policies so as to permit inter- 
est rates to reflect a closer alignment 
of the supply of loanable funds with 
the demand for credit. It is not to say 
that we must go back to “dear” money, 
or “tight” money, or to high money 
rates in order to give the banking sys- 
tem that tonic of moderately increased 
earnings which will enable it to rebuild 
its capital. 


Avoiding Inflation 


Another fiscal necessity of rearma- 
ment is that credit inflation be avoided. 
As long as excess reserves exist in their 
present volume there is an ever-present 
threat that their use as a basis for credit 
expansion will bring an_ inflationary 
boom with its inevitable sequel of deep 
depression. Rearmament itself is a 
powerful economic stimulant—and to 
put a credit expansion boom on top of 
a rearmament boom would be greatly 
to increase the risk of serious depres- 
sion later. And we ought to avoid that 
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risk by removing excess reserves aS a 
factor making for instability. This the 
authorities have the power to do. They 
can reduce excess reserves by steriliz- 
ing gold, allowing the Federal Reserve 
holdings of Treasury bills and short- 
term notes—which yield a very small 
rate—to mature, increasing required re- 
serves to the maximum level permitted 
under the law, or by allowing private 
ownership of gold. The choice of 
method is a problem for the authorities. 
The important thing is that a beginning 
should be made in reducing excess re- 
serves from their present inflated totals 
and that further expansion be stopped 
by keeping all new gold imports out of 
the banking system through readoption 
of the sterilization procedure abandoned 
last April and by halting the issuance 
of silver certificates which have con- 
tinued to increase excess reserves de- 
spite their already swollen totals. 


Wars Won By Financial Reserves 


The suggestions I have made prob- 
ably leave much to be desired as to de- 
tail, but something like them would 
appear to be essential if the nation is 
to rearm without subjecting itself to 
unnecessary financial strain during re- 
armament, if the financial and economic 
aftermath of rearmament is to be 
avoided, and if the nation is to prepare 
itself so that it will enter any war 
period strengthened rather than weak- 
ened financially. Wars are generally 
won by the nation which has the great- 
est reserves of financial as well as eco- 
nomic strength, and if this nation is to 
be adequately prepared for war, it is 
imperative that in our defense program 
prompt and realistic consideration be 
given to financial rearmament. 


© 


“For many years before 1929 about 
60 per cent. of all corporations made 
profits. Since 1930 only about 30 per 
cent. have. If the prospects for profits 
could be restored to about their old 
proportions, we could produce a na- 
tional income of 80 billions with easy 
promptness.”—Col. Leonard P. Ayres, 
vice-president, Cleveland Trust Com- 


pany. 


THE BANKERS MAGAZINE for March, 1939 





66 
Your goods shipped via 


Philadelphia will move steadily” 


reads an advertisement published 


by the Port of Philadelphia. 


Checks and collection items, no 
matter what the source or destina- 
tion, if sent to this Bank move 
steadily and directly to the place of 
payment. 


Our Transit and Collection De- 
partments are in 24-hour continu- 


ous operation. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Undivided Profits 
$40,000,000 


Member of Federal Deposit Insurance Corporation 
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REPLACING OUR 
SUSPENDED BANKS 


By RusseLt M. NoLen 
Assistant Professor of Economics, 
University of Illinois 


TPFYHE changing economic conditions 
of the last two decades have caused 
most business men and financiers 

to examine all new business carefully 
and to re-examine the foundations upon 
which old business rests. The recent 
business and financial failures have in- 
cluded not only the relatively marginal 
firms, but also many institutions that 
had served their communities for rela- 
tively long periods of time. 

In the period of reconstruction which 
is now in progress, we should examine 
the causes for the failure of these in- 
stitutions and in building for the future 
we should study the needs for and the 
purpose of each unit before its replace- 
ment is planned. Without careful ex- 
amination, it might seem that the busi- 
ness and financial failures were the 
result of the unusual economic condi- 
tions that have prevailed for the last 
ten years and that our problem of re- 
construction is simply that of replacing 
the failed institutions with similar 
structures. A more careful examina- 
tion may reveal that the failures were 
caused by the changing conditions of 
economic life in the United States. 
Hence an inquiry may prove that many 
of our business institutions and pro- 
cesses were being outmoded by evolu- 
tionary economic changes and that the 
depression only exposed the inadequacy 
of the structures and hastened the time 
and rate of failure. 


Banking in the United States, 1900-38 
In the years, 1900 to 1920, the nation 


was growing rapidly, and since the eco- 
nomic conditions were encouraging, 
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Dr. Nolen’s research on sus- 
pended banks leads him to these 
conclusions: 

1. In many cases the depression 
was the time, not the cause, 
of the failure. 

. A large number of suspended 
banks were outmoded or not 
needed institutions. 

He suggests: 

. No bank incorporation under 
$100,000 capital stock. 

. All banks chartered, regu- 
lated, supervised by same 
governmental agency. 

Banks should have resources 

greater than $500,000. 

. Consideration should be given, 
in chartering banks, to: 
future resources of the com- 
munity; permanency of local 
industries town is dependent 
upon; service charges ex- 
pected; interest rate possibil- 
ities; competition from other 
agencies. 

. Currency exchanges, tellers’ 
windows and branch banking 
should be studied with the 
idea of developing the most 
suitable agency in small com- 
munities unable to support a 
stable bank. 


many small town banks were opened 
and a large number of new banks were 
opened in the cities. The number in- 
creased from 10,382 reporting banks in 
1900, to 30,325 in 1920. This mush- 
room growth established many institu- 
tions in small towns which could not 
profitably support a bank and increased 
the number in the larger cities. 

In the period from 1921 to 1936, 
14,344 banks, or approximately 46 per 
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cent. of the banks of the United States 
suspended. Many of these banks were 
“sound” institutions, and although serv- 
ing their communities well, they failed 
because of the unusual deposit with- 
drawals and because of the frozen con- 
dition of assets due to the credit strin- 
gency. These sound banks might have 
survived the crisis, had the depositors 
continued to withdraw only the normal 
amount of cash or if the Federal Re- 
serve System had been in position to 
aid them in achieving a liquid position. 

But there is much reason to believe 
that a large number of our failed in- 
stitutions were not upon a_ stable 
foundation and that the depression was 
the time and not the cause of the fail- 
ure. Before replacing our suspended 
banks we should carefully peruse our 
banking history for the last three de- 
cades. We should extract all the con- 
clusions and lessons which may be 
learned, and we should avoid the pit- 
falls that can be discerned from a study 
of our suspended institutions when we 
plan the financial institutions for the 
future. The following data should 
provide the basis for a number of con- 
clusions concerning the amount of capi- 
tal and total assets necessary to support 
a stable bank in the future. 

The accompanying table shows that 
4341 banks (30 per cent. of total sus- 
pensions) had capital stock of less than 
$25,000 and that 4755 suspended banks 
(33 per cent.) had capital stock of 


$25,000 to $50,000. A total of 83 per 
cent. of the banks which suspended from 
1921 to 1936 had a capital of less than 
$100,000. 

Suspensions were less numerous 
among large banks than among small 
banks. The suspensions during the 
period for every one hundred banks (in 
operation in 1920) was fifty-three in 
the case of banks with capital stock of 
less than $25,000, and fifty-four in the 
case of those with capital stock of $25,- 
000 to $49,999. For banks with capital 
stock of $100,000 to $499,999 the sus- 
pension rate per one hundred active 
banks was forty-one. These data tend 
to show that the banks with the larger 
capital stock have greater stability and 
permanence. 


The Relation of Population of Cities 
to Bank Suspensions 


Of the 14,344 banks that suspended 
from 1921 to 1936, 4652 (or 32 per 
cent.) were in towns of less than five 
hundred in population, and 10,277 (or 
72 per cent.) were in towns of less than 
2500 in population. Only 710 banks 
(or 5 per cent.) of those suspended 
were located in towns of over 100,000. 

Owing to the higher minimum capi- 
tal requirements for national banks 
than for state banks, the percentage of 
national bank failures in small towns 
was less than that of the state institu- 
tions. Only 10 per cent. of the national 


NUMBER AND PERCENTAGE DistrIBUTION OF BANK Suspensions, 1921-36, AND 
Suspension Rate per 100 BANKs In OPERATION ON JUNE 30, 1920, 
BY Size oF Caprrat Stock * 


Number of 
Suspensions, 
1921-36 


Size Group—Capital Stock ? 
Under $25,000 
2.5,000-$49,999 
$50,000-$99,999 
$100,000-$499,999 
$500,000-$999,999 

$1,000,000 and over 


4, 


1Federal Reserve Bulletin, December, 1937, p 


a4 


400 


Suspension 
Rate, 1921-36 
per 100 Banks 
in Operation 
cn June 30, 1920 
52.7 
54,1 
48.3 
41.3 
42.9 
27.6 


49.7 


Per Cent. 
of Total 
30.3 
33.2 
19.3 
15.2 
12 

8 


100.0 


1219. 


* Exclusive of mutual savings and private banks. 
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bank suspensions were in towns of less 
than five hundred in population, as 
compared with 38 per cent. for state 
banks. The rate of suspension was 
higher for state banks than for national 
banks in all size communities, the rate 
of suspension of state banks being 
nearly as high in large cities as in small 
towns. 


The Size of the Loans and Invest- 
ments of Suspended Banks 


The size of the bank does not always 
insure its safety or stability, because 
management and the economic condi- 
tions of the area and of the nation are 
important factors in all financial insti- 
tutions. But the loans and investments 
determine to a great extent whether or 
not a bank can be made a paying con- 
cern. The data shown in accompanying 
table throw much light upon the cor- 
relation of loans and investments to 
bank suspensions. 

Of the 14,344 banks which suspended 
from 1921 to 1936, 5287 (or 36.9 per 
cent.) had loans and investments of less 
than $150,000 each; 2666 (or 18.6 per 
cent.) had loans and investments from 
$150,000 to $249,999, and 2966 were 
in the $250,000 to $499,999 class. 
These three groups comprised 10,919 
suspended banks, each with loans and 
investments of less than $500,000, or 
76 per cent. of all the state and na- 


tional banks that suspended in that six- 
teen-year period. 


Conclusions 


It is difficult to divide the banks 
which suspended because they were un- 
profitable, outmoded, or not needed, 
from those that failed because of the 
depression or mismanagement, but there 
is reason to believe that a large num- 
ber of the bank failures should be 
grouped under the heading of outmoded 
or not needed institutions. From the 
viewpoint of economic stability, any in- 
stitution is outmoded or unneeded when 
it will not pay a reasonable return for 
the services it performs. 

Generally, the business men of a 
community of over 300 in population 
will state that they need a bank and 
that business would be enhanced if 
proper banking facilities were avail- 
able. It is true that these communities 
need a place to deposit their funds, to 
cash their checks, and to furnish short- 
time loans. But before planning a bank 
for any town, it is necessary to deter- 
mine if it can profitably support a 
financial institution on a_ long-time 
stable basis, or if it would not be better 
to use the facilities of the nearest sound 
bank. Another alternative would be to 
provide a new type of institution which 
would serve the smaller communities 
or the outlying districts of a city. 

If we use the suspended banks as a 


NuMBER OF BANK Suspensions, 1921-36, Groupep AccorDING To PorULATION OF 
Towns Anp Cities, AND BY CLASSES 
or Banxs?* 


Population of Town 
or City 
Under 500 
500-999 
1,000-2,499 
2,500-4,999 
5,000-9,999 
10,000-24,999 
25,000-49,999 
50,000-99,999 
100,000 and over 


Total 


Number of Suspensions, 1921-36 * 


National 
279 
485 
750 
425 
301 
240 

81 
49 
109 


2,719 


1 Federal Reserve Bulletin, December, 1937, p. 1219. 
2 Exclusive of mutual savings and private banks. 
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NuMBER AND PERCENTAGE DisTRIBUTION, BY SizE OF LOANS AND INVESTMENTS, OF 
Banxs SusepENDED Dvurine THE Periop 1921-36, ToGeETHER WITH THE 
Suspension Rare per 100 Banks 1n Eacu Group? 


Bank Suspensions, 
1921-36 


Size Group—Loans and 
Investments (in thou- 


sands of dollars) Number 


1,000-1,999 
2,000-4,999 
5,000-9,999 
10,000-49,999 
50,000 and over 


14,344 


Suspension 
Rate, 1921-36, 
per 100 Banks 
in Operation 
on June 30, 1920 
80.7 
52.1 


Per Cent. 
of Total 
36.9 
18.6 
20.7 42.5 
12.4 35.8 
6.1 31.8 
3.5 $2.1 
1.0 29.7 
6 24.9 
a 12.5 


100.0 49.7 


1 Federal Reserve Bulletin, December, 1937, p. 1216. 
2 Exclusive of mutual savings and private banks. 


guide in planning the financial institu- 
tions of the future, the following fac- 
tors should be observed. 

(1) Capital stock. In: order to es- 
tablish a bank that will be sound, a 
capital stock sufficient to assume all 
risks, protect the depositor and the Fed- 
eral Deposit Insurance Corporation 
must be accumulated. Judging from 
our past history, it might be wise not 
to incorporate any banks under $100,- 
000 and it may be desirable to accumu- 
late a larger sum. 

(2) Charters and supervision. The 
national banks had a smaller percent- 
age of failures than did the state banks, 
but this was probably due to the higher 
capital requirements and hence the lo- 
cation of the national banks in the 
larger centers; although, judging from 
banks of the same size, the state banks 
were not as successful as the national 
banks. It might be a sound policy for 
the future if all our banks were char- 
tered, regulated, and supervised by the 
same governmental agency. 

(3) Size of the community. It is dif- 
ficult to estimate the minimum popula- 
tion that can support a bank, because 
savings, services, and credit needs are 
more important determinants than 
population, but the total resources 
available are an important considera- 
tion. 


(4) Total resources. Judging from 
the number of failed and voluntarily 
liquidated institutions with less than 
$500,000 total resources, it seems 
reasonable to conclude that in the 
future, banks should have resources 
greater than that sum. In addition to 
a survey of immediate savings, the 
future resources of the communities 
should be scrutinized. If the town is 
dependent upon one or more industries, 
the condition and permanency of these 
industries should be analyzed. 

Other factors to be considered when 
computing the total resources necessary 
for an adequate return are (a) the 
service charges than can be expected, 
(b) the rate of interest that may pre- 
vail in the future, (c) and the competi- 
tion from other credit institutions, such 
as the building and loan associations, 
personal finance corporations, install- 
ment credit, and the governmental finan- 
cial institutions. 

(5) Small town institutions. In com- 
munities that can not support a stable 
bank, a_ suitable service institution 
should be planned, developed, legal- 
ized, and supervised. Currency ex- 
changes, tellers’ windows, and branch 
banking should be studied with the idea 
of developing the most suitable agency 
for replacing the suspended banks in 
the smaller cities. 
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What the Trust Department 
Head Expects of Directors 


By I. F. FREIBERCGER 
Vice-President-Director, 
The Cleveland Trust Company 


AM confident that most trust com- 

panies require director representa- 

tion on the trust committee. In 
view of the varied nature of the prob- 
lems that are constantly being consid- 
ered by a trust committee, and recogniz- 
ing this present age of specialists, a 
diversified director representation is 
greatly to be desired on such a com- 
mittee. The head of a trust department 
would seek, for instance, a director 
especially familiar with securities; one 
especially familiar with manufacturing 
and industrial problems; and, finally, 
one or more especially familiar with 


Trust department officers 
have, as Mr. Freiberger points 
out, a truly Herculean task to- 
day. They need and certainly 
should have every bit of co- 
operation possible from bank 
officers and directors. 

Comparatively few directors, 
however, know just how they 
may be of help to the trust de- 
partment. The accompanying 
article, condensed from an ad- 
dress made at the recent New 
York A. B. A. Trust Conference, 
clearly sets forth what the trust 
officer needs and expects from 
his directors. 


. 


the law pertaining to trust administra- 
tion and property rights and problems. 


From Entire Board 


The head of a trust department has 
a right to expect from each and every 
member of the board of directors, as 
and when the occasion demands and 
requires, the same kind of specialized 
service heretofore prescribed for the di- 
rector members of the trust committee. 
Such services are more likely to be re- 
quested and desired in considering 
specific problems. 


Appointment as Trustee 


The head of a trust department ex- 
pects the directors to prove their con- 
fidence and faith by appointing the 
trust department as trustee of their in- 
dividual estates. 

The head of a trust department ex- 
pects the directors to aid the officers 
in securing trusteeships from their rela- 
tives, friends and business associates. 
Every head of a trust department, in 
my opinion, has a right to expect that 
his directors will be walking, and above 
all talking, advertisements for the serv- 
ices of the trust department. The officers 
of a trust department have much more 
limited opportunities for bringing in 
the larger, more profitable trust busi- 
ness; while the directors, with their 
broader contacts, have better opportun- 
ities to meet socially and in business 
relations the men and women of larger 
affairs; and therefore the sales results 
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that we have a right to expect from such 
efforts may prove more profitable. 


Housing and Tools 


The head of a trust department ex- 
pects the directors to furnish adequate 
housing and adequate tools, which in 
these modern days means mechanization. 
This means added expense that ought 
to be incurred regardless of the fact 
that under existing conditions the net 
profits continue to show a discouraging 
shrinkage. 


Adequate Personnel 


The head of a trust department ex- 
pects the directors to be liberal in 
recognizing the importance of adequate, 
efficient personnel, even to the exent of 
anticipating the necessities of growth. 
A corollary to this would obviously be 
coéperation in seeing that the officers 
and staff are fairly compensated. A 
desire to economize must not interfere 
with these objectives and essentials. 


Public Relations 


The head of a trust department ex- 
pects of his directors reasonable ap- 
propriations for publicity and public 
relations. 


Share Decisions 


The head of a trust department ex- 
pects his directors to share courageously 
with the officers the decisions that must 
be made. I am sure that all of you 
know of many instances out of your 
vast experience when all minds have 
reached an agreement as to the proper 
decision to be made, or course to be 
pursued, only to find the question raised 
as to the hazard of possible liability. 
None of us want to assume such hazards 
recklessly, but frequently the “right” 
decision should govern regardless of the 
fear of uncertainties. 


Enforce Integrity 


The head of a trust department ex- 
pects the directors to require and en- 


‘‘The head of a trust depart- 
ment expects the directors to 
prove their confidence and faith 
by appointing the trust depart- 
ment as trustee of their indi- 
vidual estates...to aid in 
securing trusteeships from their 
relatives, friends and business 
associates. Every head of a 
trust department has a right to 
expect that his directors will b2 
walking, and above all talking, 
advertisements for the services 
of the trust department.’’ 


force the highest standard of integrity, 
efficiency and unselfish devotion to the 
affairs of the trust department by every 


officer of the bank. 
Sympathy 


Finally, the head of a trust depart- 
ment has a right to expect for his staff 
at least a little sympathy from his di- 
rectors. This staff is attempting the 
Heruclean task of preserving the for- 
tunes which others have built up, or 
which our clients have inherited. I be- 
lieve that never in the history of bank- 
ing has this task been more difficult 
and almost unattainable. The life tenant 
wants more income and the remainder- 
man is more interested in security. 
These conflicting interests must be 
reconciled, and the directors contribute 
their share toward this objective. The 
directors sharing these problems and 
responsibilities must feel free to un- 
hesitatingly criticize failures, ineffi- 
ciencies and carelessness. On the other 
hand, they little know how greatly the 
trying day is completely altered by the 
occasional sympathetic word; by a word 
of encouragement-now and then; and 
by occasional words of faith and con- 
fidence, if not words of praise. 
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BANK INVESTMENT TRENDS 


By Water LICHTENSTEIN 
Vice-President, 
The First National Bank of Chicago 


NVESTMENT policies have always 
been important to banks and at 
practically all times banks and bank- 

ers have invested for purposes of re- 
serve and profit a portion of their funds 
in securities of one kind or another. 
There is nothing new in this, but what 
is new is that in this country, and to 
some extent in other countries, there 
has been a steady reduction, relatively 
speaking, in the amount of commercial 
loans available. Bankers have there- 
fore been forced, in order to pay their 
way, to put a larger proportion of 
available funds into securities. To be 
sure, it is at time forgotten that a bond 
is also a loan, but, generally speaking, 
it is a loan made to a corporation with 
which the bank has not direct dealings 
and little or no acquaintance with the 
men who control the activities of the 
borrowing entity. Consequently, the 
loan is made much more on the basis 
of published statements than was true 
of the old type of direct loan and, fur- 
thermore, in buying a bond much con- 
sideration must be given to possible 
market fluctuations of the security. 

It may be interesting to give certain 
figures as to the shift that has taken 
place in the last eighty years. Prior 
to the Civil War the percentage of loans 
to deposits ranged between 200 per cent. 
and 400 per cent. After the Civil War 
the high point was reached in 1872 
when loans amounted to 120 per cent. 
of deposits; since that time there has 
been a continual decline and we find 
that on June 30, 1938,—the last com- 
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plete figures available—the investments 
of banks which used to be of secondary 
importance now exceeded loans and 
amounted to almost 50 per cent. of the 
total deposits of banks, exclusive of 
inter-bank deposits. Loans on_ that 
same date amounted to somewhat over 
40 per cent. of the total deposits of all 
banks, exclusive of inter-bank deposits. 
It may also be worth noting that in 
the case of non-member banks, exclusive 
of mutual savings banks, the ratio of 
investments to deposits was 45 per cent., 
while the ratio of loans to deposits was 
practically identical with that of mem- 
ber banks; in other words, in the case 
of the smaller banks the investment 
portfolio is, to a very small degree, of 
less importance than for the larger 
banks, though the difference is too small 
to be of any special significance, and 
if we had a careful breakdown of the 
statistics, it might turn out that there 
was really no difference at all between 
large and small banks. In both in- 
stances banks may be ruined by a faulty 
investment policy and by suffering too 
great losses. The larger bank may 
have more leeway by having more 
money to play with and thus be able 
to diversify its investments better, but 
I don’t see that the problem is funda- 
mentally different for a small bank than 
it is for a large one. 

I have just mentioned the fact that 
a faulty investment policy may wreck 
any bank and that brings me to what 
seems to me to be the heart of the prob- 
lem, namely, the necessity of building 
up adequate reserves so that the bank 
and its depositors may be protected in 


THE BANKERS MAGAZINE for March, 1939 





the event of losses. In the first place, 
obviously, there must be an adequate 
capital structure to serve as a cushion 
and then there must be some consistent 
and sound policy for building up re- 
serves against which may be charged 
premiums paid on bonds and anticipated 
declines in the price of bonds. I merely 
wish to point out here that bonds may 
decline in price because of a change in 
the economic situation of the industry 
to which the debtor corporation be- 
longs, such as has happened in the case 
of the railroads, or, there may be times 
when a particular corporation which 
has issued bonds has fallen upon evil 
days even though its competitors are 
successful. In general, however, the 
chief cause for depreciation in bonds 
is due to a change in interest rates, and 
it seemed to me in considering this sub- 
ject that I could perhaps best devote 
my time to a discussion of the future 
trend of interest rates, for this, when 
you get right down to it. will be the 
head and the hoof of the law of invest- 
ments for the near future and perhaps 
for the distant future also. 


Government Bonds 


When we speak about investment 
portfolios the fact must be recognized 
that the bulk of the investments now-a- 
days is in Government bonds. Taking 
June 30, 1938, the total investments of 
all member banks in United States Gov- 
ernment obligations, direct and fully 
guaranteed, amounted to $12,343,000,- 
000, while the investment in all other 
securities amounted to only $5,440,- 
000,000. From the figure I have given, 
approximately 70 per cent. of the in- 
vestment portfolios of banks consist of 
securities issued by the Federal Govern- 
ment. The debtor in this case is not 
going to fail and if anything of that 
kind were to happen it really wouldn’t 
matter as far as the banks of the coun- 
try are concerned how their funds were 
invested, for, in the final analysis, every 
bank’s credit depends upon the credit 
of the Government. If owing to na- 
tional bankruptcy, our money were to 
become worthless, we should all be 


ruined; so that is something I need not 
discuss. The problem involved in buy- 
ing Government bonds is then rather 
whether for one reason or another they 
will decline in price to such an extent 
as to wipe out the capital and surplus 
of a large number of banks who have 
put approximately half of their earning 
assets into Government obligations. A 
decline in Government bonds is, of 
course, the same as a rise in the yield 
in these bonds, or, in other words, a 
change in the interest rates. 

To guard against such a contingency, 
the banks must have adequate reserves 
and this is very difficult to do as long 
as the interest rates are kept as low as 
at present. The reason for this low 
rate of interest has been in large part 
the pump-priming program. It is per- 


Mr. Lichtenstein suggests: 


‘‘The future trend of interest 
rates, when you get right down 
to it, will be the head and the 
hoof of the Law of Investments 
for the near future and perhaps 
for the distant future also.’’ 


‘*No banker in his senses will 
follow the advice of those econo- 
mists who suggest that liquidity 
need be of no concern to the 
individual banker at present.’’ 


‘‘There is no prospect, as I 
see it, that in the next decade 
or so, or even in the next few 
generations, the burden of debt 
which rests upon the world will 
become relatively less impor- 
tant.’’ 


‘‘My belief is that, take it all 
in all, we are going to experi- 
ence a fairly long period of time 
in which the general level of in- 
terest rates will be much lower 
than that we have known in the 
past.”’ 
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“I suspect, most of us in the 
years to come will be compelled 
to pay an increasing amount of 
taxes in order that the Govern- 
ment can maintain the service 
on the national debt. Moreover, 
if population declines it means 
that there will not be the increas- 
ing demand for goods which was 
so characterized of the period 
before the war, and that in turn 
will hinder the further develop- 
ment of mass production.’’ 


haps fairly obvious why this should be 
so, for pump-priming, after all, implies 
that the Government injects into the 
economic stream of the country very 
large amounts of credit and money—in 
the broad sense of the word. Sums 
made available to individuals and in- 
dustry ultimately flow back into the 
banks in the form of deposits, but if the 
Government makes available very large 


funds to industry and individuals, it is 
clear that there will be little occasion 


for these same industries and _ indi- 
viduals to go to the banks for credit and 
hence the supply of funds will be large 
and the demand small. Now it must be 
remembered that the goods which banks 
deal in consist of money, just as some 
businesses deal in shoes and others in 
groceries, and that what we call the 
interest rate is really nothing else than 
the price to be paid for the goods in 
which banks and bankers deal. It is a 
truism to say that if the supply is larger 
than the demand, the price of the goods 
will fall. So the banks in the country 
have been faced for some years by very 
low interest rates, or to put it in an- 
other way, have received very little for 
the commodity in which they deal. 
Naturally, what I have been saying 
is a pretty general and rough statement 
of the situation which requires consid- 
erable amplification and modification. 
For example, though the interest rate 
is low and the funds in the hands of the 
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banks are large and since under exist- 
ing conditions banks have not had 
occasion to increase their capitalization 
except in isolated instances, they may 
under certain circumstances be lending 
absolutely as much as in _ previous 
times, even though relatively less. The 
banks, therefore, may be earning a rea- 
sonable amount on their present capital, 
even though not as much as in former 
years. Let me illustrate a little more 
clearly what I mean. If a bank’s cap- 
italization is a million dollars and it 
had before 1929 normally about $10,- 
000,000 of deposits on which it earned 
on an average of 4 per cent., it meant 
that its return on its invested capital 
was a gross of 40 per cent. Now sup- 
pose its capital has not been changed 
but its deposits have gone up to $20,- 
000,000 on which it earns, instead of 
4 per cent., 214 per cent., then its gross 
return will be 50 per cent., instead of 
40 per cent. As a matter of fact, the 
actual picture is not as rosy as this. 
What actually takes place is that where 
before the bank could employ the whole 
of the $10,000,000 of its deposits and 
obtain 4 per cent., the chances are that 
at present, while it may have $20,- 
000,000 of deposits, it can employ per- 
haps only about the same amount it did 
before, namely $10,000,000, and on 
this receive an income of 214 per cent. 
or a gross on its capital of 25 per cent. 
In other words, the pump-priming has 
been the chief factor in reducing the 
amount of earning assets of the bank 
and at the same time reducing also the 
return per unit. In fairness it must be 
noted that there is one important offset, 
and that is bank costs have been re- 
duced by the law forbidding the pay- 
ment of interest on demand deposits 
which formerly constituted a heavy item 
of expense, especially in those days 
when banks were competing with each 
other to obtain more and more funds. 
While nothing directly to do with the 
pump-priming program, it is necessary 
to add that while, on the one hand, the 
banks have made the saving indicated. 
on the other hand, they have been sub- 
jected to a new expense by being com- 
pelled to pay 1/12 of 1 per cent. on 
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**All of us must reorient our- 
selves. The world has under- 
gone tremendous changes since 
1914 and in the future bankers 
will not be able to follow quite 
the same paths that they used 
in the years gone by. We shall 
all have to learn many new 
things and the banker who is 
going to be most successful in 
the future is the one who under- 
stands most fully the new world 
which is coming into being, and 
can adapt himself to the new 
circumstances.”’ 


their deposits to the Federal Deposit 
Insurance Corporation. 

The upshot of all that has been said 
is that in many instances banks are hav- 
ing a hard struggle to make ends meet. 
Economists have at times suggested that 
banks ought to forget about liquidity 
since under the present functioning of 
the central banking system there is no 
need to worry any longer about liquidity 


and that that responsibility has been as- 
sumed entirely by the Federal Reserve 


System. This being the case banks 
should not bother about excess reserves, 
but invest all their available funds, that 
cannot be lent to commerce, in bonds, 
and I presume, preferably government 
bonds. It seems to me that this point of 
view which has been enunciated by sev- 
eral leading economists is an entirely 
unrealistic one. To be sure, most city 
banks and many others have large ex- 
cess reserves which theoretically, at 
least, might be invested in bonds of 
one kind or another. But what would 
happen to these banks if, as a result of 
situations which may easily arise, their 
correspondent banks should suddenly 
withdraw large sums, or if, for example, 
as a result of international develop- 
ments, the major proportion of the 
funds sent to this country from abroad 
in recent years was to be called back. 
In either case if banks had invested all 
their excess funds they would find it 
necessary in order to meet their obliga- 
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tions either to borrow from the Federal 
Reserve banks, who, after all, are under 
no obligation to make permanent loans 
to banks, or if they did not borrow, 
they would be compelled to dump a 
large amount of bonds on the market. 
I think everyone here can readily see 
that if all banks at the same time were 
to try to sell a large amount of bonds 
the result would be a very sharp break 
in the market; in fact, it is questionable 
whether there would be a_ sufficient 
number of buyers at all to take up the 
bonds offered, for it must be remem- 
bered that the condition which I am 
presupposing is one that would hit all 
the banks at the same time. It was made 
evident to everyone in the spring of 
1937 that the market for Government 
bonds and others in the event of a 
crisis is a pretty thin one. So it seems 
to me that no banker in his senses will 
follow the advice of those economists 
who suggest that liquidity need be of 
no concern to the individual banker at 
present; it is true, it may not be quite 
as important as it once was, but it is 
not something to be disregarded en- 
tirely. 


' Interest Rate Trend 


Of very great importance is the 
trend of interest rates. As time goes on 
there will undoubtedly be changes and 
it would be foolish to claim that we are 
never going to have substantially higher 
rates than at present. There are so 
many instances in the past where men 
of experience have been completely mis- 
taken in claiming that there would be 
no substantial changes in the future; 
consequently, it is necessary to be very 
cautious about making predictions. 
There are, however, certain important 
general considerations which I should 
like to submit, the connection of which 
with what I have been saying may not 
be clear immediately. 

We all recognize, I presume, that 
Government policies will in the future, 
as in the recent past, play a preponder- 
ant part in the determination of finan- 
cial developments in this country. Con- 
sequently, the future needs of Govern- 
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merit will be among the factors to be 
taken into account. If we could pre- 
sume that within a reasonable time the 
Government will be able to balance its 
budget and the national debt structure, 
which has been built up, will become 
relatively less burdensome, even though 
nominally the amount remained about 
the same, then it could be readily im- 
agined that the Government would not 
be as vitally concerned as it is at pres- 
ent in the problem of interest rates. If, 
however, the burden of debt will be 
felt just as much ten, twenty and thirty 
years hence as it is now, then the need 
of the Government for keeping a close 
watch on interest rates must be appar- 
ent. This brings me to a topic which, 
it appears to me, is frequently over- 
looked and nevertheless is likely to be 
‘on increasing importance as time goes 
on. 


Population Trends 


I am thinking of the matter of popula- 
tion trends to which sociologists have 
been devoting more and more time. You 
are aware that in a sense the Govern- 
ment never repays a debt, but merely 
refunds it and when its bonds fall due 
the Government takes the money from 
Peter, the taxpayer, to pay it over to 
Paul, the bondholder. But if our pres- 
ent Government policies continue, and 
on the whole leaving out certain details 
I ‘question whether they will change 
much regardless of the administration 
in power, then the service of the debt 
will continue to increase and the burden 
will become greater and not less as 
time marches on. In the more advanced 
countries of the world the birth rate has 
been falling and statisticians inform us 
that between 1960 and 1980 the popula- 
tion of northern Europe and North 
America will be actually declining in- 
stead of increasing, and while I do not 
question at all that there will continue 
to be important inventions and changes 
in methods of production, it is a fair 
assumption that we shall not have an- 
other industrial revolution of the di- 
mensions that the nineteenth century 
witnessed. Hence there is no prospect, 


as I see it, that in the next decade or 
so, or even in the next few generations, 
the burden of debt which rests upon the 
world will become relatively less im- 
portant. Insofar as our debt is prac- 
tically entirely a domestic one, we take 
in the form of taxes the money needed 
to pay our own citizens, who are bond- 
holders. But that is a very different 
process from the one which takes place 
when those who have money are able 
to put back a fair proportion of it into 
business. I suspect, most of us in the 
years to come will be compelled to pay 
an increasing amount of taxes in order 
that the Government can maintain the 
service on the national debt. Moreover, 
if population declines it means that 
there will not be the increasing demand 
for goods which was so characteristic 
of the period before the War, and that 
in turn will hinder the further develop- 
ment of mass production. After all, the 
reason we are able to produce goods 
cheaply, in spite of relatively high 
wages, is because we have in this coun- 
try an enormous free trade area which 
enables our manufacturers to plan pro- 
duction on a scale not true in most 
other countries. Probably Great Britain 
and Germany can produce automobiles 
as well as we can and might be able to 
do it as cheaply if they had, to start 
with, a market consisting of 130,000,000 
of people. 

To be sure, the Government at times 
will be unable to keep interest rates 
down. A very sharp rise in production, 
a new speculative wave sweeping the 
country, a great war, and many other 


“It seems to me that no 
banker in his senses will follow 
the advice of those economists 
who suggest that liquidity need 
be of no concern to the indi- 
vidual banker at present; it is 
true, it may not be quite as im- 
portant as it once was, but it is 
not something to be disregarded 
entirely.’’ 
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happenings may be of such preponder- 
ant importance that regardless of what 
the Government does the demand for 
money will increase to such an extent 
that interest rates will firm up. But I 
am merely submitting to you that while 
in the past the Government, by its own 
action, has at times reduced the abso- 
lute amount of the debt, and by de- 
velopments over which the Government 
has had no control, the burden of the 
debt, regardless of the amount, has 
become relatively lessened, this is not 
apt to be true in any future which those 
of us now living are likely to expe- 
rience. 


Lower Interest Rates 


Hence, my belief is that, take it 
all in all, we are going to experience 
a fairly long period of time in which 
the general level of interest rates will be 
much lower than that we have known 
in the past. This is also true for another 
reason. In the past, especially in the 
times before the war, we were an ex- 
panding country with little liquid capi- 
tal of our own available and we had to 
rely upon Europe to do most of the 
large scale financing needed in this 
country. A change came about at the 
time of the war, and since the war this 
country has done most of its own financ- 
ing with relatively little assistance from 
investors in other parts of the world. 
You are aware that today funds seeking 
investment are very plentiful and that 
every trust company is having great 
difficulty in finding investments which 
are both safe and at the same time pay 
an adequate return. We are more or 
less in the position that Great Britain 
was during most of the nineteenth cen- 
tury when the rate of return on safe 
investments was normally around 3 per 
cent. I recall not so many years ago 
when it was taken for granted that an 
investor could count on a return of 
about 5 per cent. so that a man worth 
a million dollars expected to have an 
income of about $50,000. This was not 
true in Great Britain in the nineteenth 
century, and I question whether in the 
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future we can anticipate that it will be 
true here. This condition of which I am 
speaking was one of the’ prime reasons 
why British, Dutch, Swiss, German, and 
French investors before the war put so 
much of their money into enterprises 
in foreign lands. After all, we can take 
it for granted that the average European 
would have much preferred to put his 
money to work at home where he could 
watch conditions much more closely 
than he could those in lands across the 
sea. The reason he didn’t was that he 
could not find a sufficient amount of 
suitable investments in his native land, 
paying an adequate return. So I sus- 
pect that in spite of bitter recent expe- 
riences, sooner or later we shall again 
be buying foreign securities. I said 
this on a previous occasion and a vice- 
president of another bank answered me 
rather heatedly that if I had been 
through the experiences he had in try- 
ing to collect on defaulted foreign bond 
issues I would not hold an opinion such 
as the one just expressed. But in spite 
of my friend, I am unrepentant and 
continue to believe that whether we like 
it or not inexorable conditions will 
compel us to do things which we may 
regard as hazardous, but, nevertheless, 
will do simply because there will be no 
other way out of the situation in which 
we find ourselves. 


Adaptation Necessary 


If I should be asked to draw a moral 
from all I have said, it would be to the 
effect that all of us must reorient our- 
selves. The world has undergone tre- 
mendous changes since 1914 and in the 
future bankers will not be able to follow 
quite the same paths that they used in 
the years gone by. We shall all have 
to learn many new things and the 
banker who is going to be most suc- 
cessful in the future is the one who 
understands most fully the new world 
which is coming into being and can 
adapt himself to the new circumstances. 
In the long run no one is very success- 
ful who simply keeps on doing things 
in a certain way because that was the 
way they were once done. 
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WHY BANKS CAN’T FIND 
BORROWERS 


By Rosin E. Doan 


RECENT bill introduced in Con- 
gress provides for setting up five 
industrial banks as sources of 

easier credit for private enterprise. 

Such a bill, with its implied criticism 
of present bank practices, does little 
toward improving the public’s regard 
for the banker. Not content with the 
harm thus done, however, the Senator 
who introduced this bill comments, in 
a press release, that “the business man 
can no longer depend upon his banker 
for the capital necessary to begin or to 
continue a sound business enterprise.” 

This bill and these statements would 
be amusing if it were not for the un- 
fortunate effect they may have upon the 
public—giving further credence to the 
absurd fallacy that banks are unwilling 
to loan money. 

Despite their sincerity and good in- 
tentions, it would seem that the Senator 
and others who have made similar sug- 
gestions utterly lack certain knowledge 
that we might logically expect of any- 
one attempting to change the financial 
structure. 

For one thing, they lack a knowledge 
of the fact that bankers are more than 
anxious to make sound loans—that 
bankers throughout the country have 
been advertising for businessmen who 
can use money profitably to “come and 
get it.” 

Also, the Senator and others fail 
to realize that they themselves are re- 
sponsible for much of the banker’s in- 
ability to find borrowers. By the in- 
troduction of this and countless other 
bills, by the restrictions, regulations, 
interference and direct competition to 
business which they have already en- 


acted, and which they continue to 
propose, they have created the very un- 
certainties of business which keep busi- 
nessmen from accepting loans the 
banks desire to make. 

As J. Stewart Baker, chairman of the 
board of directors, Bank of the Man- 
hattan Company, recently said in his 
report to the stockholders: “The pres- 
ent improvement in business will not 
continue unless throughout the country 
men are convinced that they are taking 
no undue risk in making business com- 
mitments and that they have a reason- 
able: expectation of profit. To the busi- 
ness man or investor, large or small, 
there is nothing so disconcerting as the 
possibility of having the laws and regu- 
lations under which he is operating so 
changed that, through no fault of his 
or error of judgment, his transactions 
prove unprofitable.” 


Banks Looking for Loans 


With no desire whatsoever to appear 
facetious, we are inclined to question 
whether many of the people who go 
out of their way to criticize banks for 
an “unwillingness to loan money” ever 
read their daily newspapers. If they 
did, they could hardly escape the numer- 
ous invitations from banks throughout 
the country to businessmen and _indi- 
viduals to make use of the banks’ loan 
facilities. Of course, such people may 
be entirely too busy figuring out new 
legislative schemes and “clever” state- 
ments for the press to inform themselves 
of the facts. Such preoccupation with 
the job of getting personal publicity, 
however, is no excuse for ignorance or 
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‘‘Even had the social reforms 
of the past few years been 
made in the most consistent 
manner and with an earnest 
desire to interfere as little as 
possible with private enterprise, 
they would have caused a period 
of uncertainty and readjust- 
ment. But in actual practice 
many of the measures have been 
undertaken in an experimental 
spirit and have been subject to 
sudden revision. Asa result the 
feeling of instability has been 
increased.’’—From ‘‘Fortune’’ 
magazine’s current Round Table 
discussion of issues affecting the 
nation’s business. 


misunderstanding of the fact that a 
bank’s principal source of income is the 
lending of money, and that banks are 
anxious to make sound loans. 

A recent advertisement of the First 
National Bank, Louisville, Kentucky, 
would prove illuminating reading for 
such people. Captioned “Looking For 
Borrowers,” it reads: 


Advertising for Borrowers 
“The public has been told that banks 


are not meeting the country’s credit 
needs. But just glance at the facts! 

“You surely know that banks have 
much more money available for lending 
than they have loaned out. Is it true 
that they won’t lend? 

“Our situation is typical. Like every 
commercial bank, we customarily extend 
‘lines of credit’ to borrowing customers. 
In order that borrowers may know how 
much credit to rely on, and in order 
that we may be prepared to meet our 
customers’ needs, we show by such lines 
of credit our willingness to lend certain 
sums at any time during coming 
months. 

“We are making far more credit 
available in ‘lines’ than our customers 
are using. Customers are taking only 
a fraction—43 per cent.—of the money 
which we have agreed to lend them. We 


206 


don’t enjoy having so little of our lend- 
able funds in use, neither do we profit 
by it. But ought business borrow un- 
less it can make a profit with borrowed 
money? No. As anxious as we are to 
have our funds used, borrowers will be 
cautious until they can use borrowed 
money profitably and no one can blame 
them. 

“Of course, ‘lines’ are needed, for the 
most part, only by large companies. So 
you may feel that we are speaking 
merely of ‘big business.’ But this is not 
so; small borrowers won’t use their 
credit fully either. 

“Our loans to ‘little business,’ as 
represented by individuals and firms 
other than those having credit lines, in 
the aggregate amount to almost twice 
as much as our loans to large credit 
line customers. Even so, we have far 
more to lend to small companies, and 
to individuals, than they demand from 
us. We are advertising for their loans 
constantly, as you know if you read the 
papers. 

“No one can deny that banks must 
meet the country’s credit needs; but it 
takes two to make a bank loan—a lender 
and a borrower. We are anxious to 
lend to anyone for any purpose per- 
mitted by banking principles and regu- 
lations. Nothing would please us more 
than a brisk demand for loans, fair to 
both borrowers and depositors, for loans 
are our bread and butter. We solicit 
your inquiries.” 


Other Examples 


Countless similar examples of bank 
advertisements for loans could be cited. 
The Pennsylvania Company for Insur- 
ance on Lives and Granting Annuities, 
Philadelphia, advertised: “The Pennsyl- 
vania Company—and we are sure the 
vast majority of other banks—is glad 
to lend money and is seeking good 
loans. Our record is evidence of it. 
During the past twelve months, we have 
loaned a total of $81,902,685, made up 
of 39,674 separate new loans.” 

The First National Bank in St. Louis 
advertises that it: “is not only willing 
to lend, but is actively seeking loans. 
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We do not try to find reasons for not 
granting loans, on the contrary, we al- 
ways approach an application for a 
loan with the hope that we can grant 
it. If you can use money profitably in 
your business, or for individual pur- 
poses, we shall be glad to talk the mat- 
ter over with you.” 


In Atlanta, Georgia, the First Na- 
tional Bank captions an advertisement 
“Yes, You Can Borrow at the First Na- 
tional,” and says: “You can borrow at 
the First National by meeting a few 
simple requirements, such as good 
character, prompt debt paying record— 
and ability and willingness to repay. 
During the first ten months of 1938, 
we have averaged making a loan every 
minute of every banking day... . 
Large and small applications appre- 
ciated. Talk with us about your re- 
quirements.” 


Fidelity Union Trust Company, 
Newark, New Jersey, advertises: “We 
repeat: if any man or woman needs to 
borrow money, whether in business or 
private life, and has the ability to re- 
pay the loan regularly and without 
strain, Fidelity Union Trust will make 
every effort to supply that money.” 


Finally, if more evidence of banks’ 
willingness to lend is needed, the Cham- 
ber of Commerce of the State of New 
York recently adopted a resolution, in 
connection with another unsound legis- 
lative proposal affecting bank loans, 
which said in part: 

“There is no evidence that individuals 
and concerns who are worthy of credit 
have found the banks unwilling to make 
loans to them. 


‘‘Willing and Eager’’ 


“The banks are both willing and 
eager to make sound loans. Many of 
them in different sections of the coun- 
try are competing with one another, 
through the medium of newspaper ad- 
vertising, to bring more loan business 
into their institutions, a practice un- 
heard of a few years ago. 


‘‘The absence of a sound demand 
for bank credit may be attributed to 


factors which cannot be changed by 
increasing present loan facilities. The 
demand will increase and will be met 
by the commercial banks when a re- 
turn to the principles of American 
free enterprise permits a normal re- 
adjustment of the economic structure 
of the nation.’’ 


Thus speaks a representative group 
of businessmen—a group far more 
vitally concerned, and in a far better 
position to know whether or not banks 
are willing to make loans, than any 
politician. And these businessmen ab- 
solve bankers of the charge that they 
are unwilling to lend. More than that, 
they place the blame for present condi- 
tions where it really belongs—upon the 
unwarranted uncertainties of business 
today—uncertainties brought about by 
restrictions and regulations which have 
already destroyed many of the prin- 
ciples of American free enterprise—un- 
certainties continually increased by 
critics and experimenters who spend far 
too much time devising new and danger- 
ous schemes to further interfere with, 
regulate, restrict, or directly compete 
with private business and _ private 
banking. 


‘‘Businessmen absolve bank- 
ers of the charge that they are 
unwilling to lend. More than 
that, they place the blame for 
present conditions where it really 
belongs—upon the unwarranted 
uncertainties of business today 
—uncertainties brought about 
by restrictions and regulations 
which have already destroyed 
many of the principles of Ameri- 
can free enterprise—uncertain- 
ties continually increased by 
critics and experimenters who 
spend far too much time devis- 
ing new and dangerous schemes 
to further interfere with, regu- 
late, restrict, or directly compete 
with private business and priv- 
ate banking.’’ 
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OUR NATIONAL DEMONS 


Former President Hoover Explains Our 
“Demonology,” Which Includes Wall 
Street and the Bankers .. . 


DDRESSING the annual alumni 
banquet of Stevens Institute of 
Technology, in New York, former 

President Herbert Hoover said in part: 

“The engineer performs public func- 
tions from which he gets only philo- 
sophic satisfactions. Most people do 
not know it, but he is an economic 
force. He is the person who really cor- 
rects monopolies, redistributes national 
wealth and dismantles national demons. 
Especially does he serve in devitalizing 
national demons. As a people we have 
mostly rejected the personal devil, but 
we retain demonology by substituting 
national devils. 

“For instance, once kerosene oil was 
the national demon. No one could win 
an election unless he opposed the vil- 
lainies that were in it. Then came the 
engineer with his electric lamp and re- 
tired that fraction of the oil demon as 
a public menace. 

“At one time the canals were the na- 
tional demons sucking the blood from 
the toil of millions. Then came the en- 
gineer and made the railroads. In time 
the sick canals became the object of 
pity and owners mostly loaded them off 
on the Government. That was the time 
when capitalists gladly joined the So- 
cialists. 

“Then for thirty or forty years the 
railways served in this high capacity 
of the national demon. It was a sin 
to say kind words about them. Their 
defamation was the sure road to elec- 
tion. And the statesmen worked for 
years to put them under. But long be- 
fore the statesmen had completed their 
job, the engineer had invented the gas 
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engine and the pipe line. Now the rail- 
roads receive pity and solicitude from 
all. That includes the bondholders. 
And we may yet see the owners of rail- 
ways converted to Socialism. 

“Then rose anthracite coal to a very 
temporary position as the national 
demon. Before this supposedly grind- 
ing monopoly had served for more than 
half a dozen elections, the engineer had 
produced a dozen substitutes, and that 
demon is now in complete anguish. 

“Then rose the electric power com- 
panies to the high place as the national 
demon. And they now occupy that hot 
spot. But many things are happening 
which should cause the demogogic mind 
to worry. He may need to hurry up 
and find a new demon. For instance, 
only twenty years ago we appeared to 
have fifty million potential kw. of 
hydro-electric power. According to the 
politician falling water is manna free 
from Heaven. He omits to say that 
somebody has to pay for reservoirs, 
dynamos and power lines. It is sup- 
posedly grabbed and sold to the people 
by wicked power corporations. But the 
engineer has come along and reduced 
the coal consumption needed to make 
mechanical power from about three and 
one-half pounds per kilowatt hour to 
one-half pound per kilowatt hour. -He 
has thereby turned many hydro-electric 
power houses into rust. And thereby 
he retires most of the potential manna 
back to scenery. The scenery-lovers 
can cease to worry for the engineer has 
his eye on but few of their possessions 
any more. 

“The politician has not discovered 
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Forty-Two Broadway, 


this yet and still works away at getting 
elected upon the prospective joy to the 
electorate from hydro-electric power. | 
think if you look about you, you will 
find that the Government is about the 
only person who now builds hydro- 
electric plants. We build them by the 
impulse of Congress, not by the impulse 
for low-cost power. It is all good for 
a few elections yet. And we will waste 
a few more billions of taxpayers’ money 
to make this manna into power at 
places where the engineers could make 
it cheaper with fuel. 

“Then there is the smaller unit 
Diesel engine eating into the vitals of 
the central steam plant. Some day the 
central power stations may be subject 
to pity and then the taxpayers will 
please both the Socialists and the own- 
ers by buying them. 

“T am not saying that these new in- 
dustries may not need restraint from the 
Government in their youth. I have ex- 
pounded that necessity for years, more 
especially as the children of men are 
disposed to make undue profits from 
selling paper to the innocent as well as 
services to the needy. But the engineer 
is likely to bring the sinners to pity in- 
stead of hate before they get too old. 

‘‘There are other national demons 
including Wall Street and the bank- 
ers. Their fearsome visage has today 
a distinct cast of sadness. The Gov- 
ernment is now hi-jacking their job. 
It is also on the way to take over 
their title as a national demon. 


“And we engineers sometimes have 
bright economic thoughts which the 
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statesmen are slow to get. Many years 
ago we announced right out loud that 
the way to lift the standard of living 
was to eliminate waste and otherwise 
reduce the costs of production. We said 
thereby prices would come down and 
the people could buy more and employ 
more people on the job. We said that 
thereby hours could be shortened and 
wages increased. A few years later the 
economists also announced the discov- 
ery of this idea. But even with these 
reinforcements it is apparent that the 
lawmakers have not yet heard it. At 
least, they are busy increasing waste and 
putting costs up by a variety of devices. 
Thereby prices go up. And people buy 
less and that throws other people and 
even themselves out of jobs. Public 
orators then blame it on ‘technilogical’ 
unemployment, with an accusing finger 
pointed at the engineer. By this route 
we may yet become a national demon.” 


© 


“If business is to do its job it must 
have elbow room and freedom to go 
ahead. It needs and must have the 
support of every right-minded, right- 
thinking man and woman. If business 
is to contribute to a richer and fuller 
life for our people, the heavy hand of 
outside control must be lifted. Business 
must be encouraged to plan, to win its 
way back to the position which enables 
it to contribute to the cultural, spiritual 
and economic welfare of our country.” 

—Peter Grimm, President William A. 
White & Sons, New York City. 
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INSTALLMENT LOAN 
EXPERIENCE 


By Emerson J. Boyp 


President, 
Second National Bank, Warren, Ohio 


N March 1, 1936, we decided to 

enter the chattel field—to make 

loans on new and used cars, and 
to consider acceptance of chattels of all 
kinds. 

It seemed to us our interest rates 
would have to be more attractive than 
those of the motor finance companies, 
and we named a 5 per cent. rate on 
new cars. In all other respects our 
loan conditions on new cars were the 
same as those then practiced by the 
finance companies, except we applied a 
more selective credit policy. 

We named a 6 per cent. rate on used 
cars, and also on almost all other 
classes of installment loans. 

The service fee was a flat charge of 
$2.00 for each loan, which is sufficient 
to cover the cost of recording the chat- 
tel and expense of credit report, with a 
small balance remaining. 

However, in making loans to mer- 
chants and dealers (accepting their in- 
stallment contracts as collateral), we 
encouraged them to arrange their terms 
with the customer at 6 per cent.; 
whereas our charge to the dealer was 5 
per cent. That operated to bring in a 
fair amount of business from dealers. 
We were not particularly seeking to 
discount installment loans for the auto- 
mobile dealer, but were more strongly 
looking to merchants and other dealers. 

We were aware that we could not 
expect codperation from the automobile 


Condensed from an address. 


210 


Mr. Boyd says: 


“If you desire to increase 
your bank’s revenue, to broaden 
and diversify the field of your 
bank’s loaning efforts; to make 
new contacts; to create borrow- 
ers who may be repeaters; then 
you may well consider entering 
the installment loan field. In 
other words, you should find it 
well worth while.’’ 


dealer. He is under a lot of persuasion 
from the motor finance companies, 
which comes in various ways. Quite 
largely, the finance companies are will- 
ing to take the dealer‘’s rank and file 
of credits. We wanted the selective 
credit. 

The motor finance companies retain 
a portion of each loan (accumulated as 
a reserve fund for the purpose of pro- 
tecting losses in the event of reposses- 
sion). The dealer always hopes that 
at some time a considerable amount of 
that fund will be released to him and 
become an extra revenue. However, 
usually these funds are consumed by 
repossession losses. 

Naturally, it is to the dealer’s interest 
not to allow the good credits to get 
away, to the end that his reserves may 
be built up. The motor finance com- 
panies also usually extend the floor 
plan of financing to the dealer, both on 
new and used cars. We are unwilling 
to make floor plan loans on used cars. 

Briefly, we see these objections to the 
bank financing through the dealer: 

The bank does not have full control 
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of the credit selection. The dealer is 
anxious to sell. He may not be a good 
credit person and may not be a good 
collector. His margin of mark-up is 
such that he believes he can afford to 
take risks. The bank’s margin, over 
costs of deposits, will not permit risks. 


If the bank is to accept paper from 
the dealer it should be thoroughly in- 
formed about his financial worth and 
have confidence in his ability. If both 
seem favorable a more liberal attitude 
can be taken upon his installment 
secured paper than upon his unsecured 
loans. 

The dealer usually prefers to have 
his customers make contract payments 
through him. The proper allocation of 
those payments to the dealer’s bank 
obligation is important and needs care- 
ful watching. 


Our experience with dealer business 
persuades us he should be required to 
keep a reserve fund with the bank, 
consisting of 10 per cent. of all loans, 
direct or indirect, which he may have 
with the bank. Further, if the dealer 
or merchant be of the weaker type the 
percentage should be 15 per cent. 


It appears there has been much ques- 
tion about the wisdom of loans on used 


cars. We find that no more risk at- 
taches to a carefully made used car 
loan than to the new car loan, provided 
the credit is carefully selected. It is 
true a larger number of applications 
come from the used car owner. We do 
find it necessary to reject a fair per- 
centage of used car applications, 
whereas, the number of rejections we 
make in connection with loans on new 
cars is negligible. 

In speaking of chattel loans, it should 
be borne in mind that the owner usually 
attaches more value to his property 
than does the loaning _ institution. 
Usually he needs it for a specific pur- 
pose, be it business or pleasure, and he 
will not give it up if he can possibly 
make the payments. At the same time 
I will agree it is well to keep in mind 
ability of the borrower to pay and that 
the loaning institution does not want 
to rest solely upon the security. Natur- 
ally, we get many borderline applica- 


tions. If such be with chattel security, 
we find it easier to say yes. 

Our unsecured loans are made upon 
the basis of acquaintance with people; 
their credit records, and equities they 
may have in property, quite the same 
credit requisite as would be used by a 
bank in connection with accommodation 
loans. 

We do not approve of the co-signer 
loan, installment or otherwise. When 
the maker fails to pay, the co-signer is 
displeased and difficult to deal with. 
We much prefer to have the borrower 
stand on his own feet. Of course, occa- 
sionally, we do make a co-signer loan. 

On December 1, 1938, we had been 
in the broad installment loan field for 
a period of thirty-two months. During 
that period we made loans in the vari- 
ous classes as follows: 


616 loans on new cars............ $316,084 
(Average, $513) 
1,433 loans on used cars 
(Average, $246) 
508 loans to dealers.............. 232.358 
(Average, $458) 
271 loans on miscellaneous 
chattels 
(Average, $320) ; 
290 collaterally secured loans 72,477 
(Average, $250) 
1,778 unsecured loans 
(Average, $204) 


On December 1, face amount of loarts 
in the department totaled $595,800. Re- 
payments totaled $260,000. Net amount 
of money employed was $334,800. 

During that period we made 4,896 
loans, totaling $1,242,622, loss on which 


‘‘T see no reason why the same 
character of credit judgment as 
applied to other bank credits 
may not be quite as successfully 
applied to this type of credit. 
Of course, it must be admitted 
that there is much the diligent 
banker will learn after entering 
the field, but it should be at no 
great cost.’’ 
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‘‘On December 1, 1938, earn- 
ings on our bond portfolio were 
at the rate of 2.43 per cent., and 
earnings on our _ installment 
loans were at the rate of 8.77 per 
cent.; meaning that our rate of 
earning on the bond investment 
account is only 28 per cent. of 
what it is on installment loans. 


‘‘This larger rate of return on 
installment loans, plus greater 
liquidity and safety, compared 
with bond investment is some- 
thing for the banker to think 
about.’’ 


amounted to $169.91. That amount is 
almost too small to figure as a per- 
centage. It is .00012 per cent. 
Involved in the loss of $169.91 were 
eight repossessions, consisting of six 
cars, one electric stove and one refrig- 
erator. Loss on cars was $6.91. (Note: 
that small loss was on 2,049 car loans.) 
Our record on repossession of cars is 
favorable. During the year 


highly 
1937, motor finance companies repos- 
sessed almost one hundred cars to each 


one thousand loaned on. In the same 
year the average bank experience was 
ten repossessions to each one thousand 
loaned on; whereas, our repossessions 
were only three to each one thousand. 

That stresses the value of selective 
credit. 

On December 1, sixty-nine loans were 
past due. Payments due and unpaid 
amounted to $3,246. Full balance of 
past due loans amounted to $12,270. 
Payments delinquent on car _ loans 
amounted to $1,285, or 39 per cent. of 
all past due payments. Whereas, car 
loans are a larger percentage of all 
loans, or 47 per cent. 

Delinquencies during the year 1938 
tended upward. Formerly they had been 
running at about $2,000, but on De- 
cember 1, they were $3,246. 

Our accrual system indicates yearly 
interest income on installment loans 
amounting to $27,392.40. 
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You will recall, I mentioned a $2.00 
service fee. From those fees, after de- 
ducting cost of all credit reports, the 
net amount received is $2,077 per 
annum, which, added to interest accrual, 
gives an earning of just under 5 per 
cent. on the face of loans—to be exact, 
4.94 per cent. 

However, since the net amount of 
money employed is very much less, the 
earning rate on the actual money em- 
ployed becomes a very different figure 
—just over 8°4 per cent., or 8.77 per 
cent. That rate (like other rates of 
return) is decreasing. On March 1, 
1938, it was almost 1 per cent. higher 
—then being 9.7 per cent. 

Principal reason for the reduction 
was that on that date we decreased our 
interest charge on new car loans from 5 
per cent. to 4 per cent. We felt we were 
not getting sufficient volume of that 
class of loan, and we desired to break 
down dealer resistance. We knew that 
new cars were not being bought in 
volume and the prospect was that we 
would more or less have to sow the 
seed of publicity and await a more fav- 
orable time for increased volume. 

On November 8, 1938, we reduced 
the rate to 3 per cent. on new car loans 
and to 4 per cent. on used car loans. 
These rates, together with increased 
efforts in advertising are proving highly 
effective. To assist you to understand 
what that has meant in volume, I will 
indicate what we accomplished last De- 
cember. 


We made new installment loans in 
the amount of $71,000. Average for 
the nine months previous was $49,000 
per month. Increase for December was 
$22,000—or an increase at the rate of 
$264,000 per year. Here is the break- 
down of loans made in December: 


38 Loans on new CafPS..........006 $20,000 
117 Loans on used cars 
19 Loans to dealers 
9 Loans on _ miscellaneous 
chattels 4.500 
10 Loans collaterally secured 1,700 
69 Loans unsecured 


262 


$71,100 
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Since the large increase was in car 
loans, it is interesting to compare the 
rate with that of former months: 

Through the previous nine months, 
new car loans were made at the rate 
of eleven and one-half a month, against 
thirty-eight in December. Used car 
loans were made at the rate of seventy- 
nine a month, against one hundred and 
seventeen in December. 

New car loans amounted to $6600 a 
month, against $20,000 in December. 
Used car loans amounted to $18,000 a 
month, against $27,000 in December. 


On December 1, earnings on our bond 
portfolio were at the rate of 2.43 per 
cent., and earnings on our installment 
loans were at the rate of 8.77 per cent.; 
meaning that our rate of earning on 
the bond investment account is only 28 
per cent. of what it is on installment 
loans. 


This larger rate of return on install- 
ment loans, plus greater liquidity and 
safety, compared with bond investment 
is something for the banker to think 
about. 


INFLATION POSSIBILITIES OF EXCESS RESERVES 


PRESENT excess reserves of the banks 

are regarded as a possible threat 
of inflation, according to the annual 
report of the Board of Governors of the 
Federal Reserve System. Treating of 


the growth of reserves in recent years, 
the report says: 


In considering the problems of credit 
regulation in the future, the banking 
authorities are faced with the effects of the 
rapid growth of bank reserves in recent 
years. In the five years from 1933 to 1938 
this growth has amounted to $6,000,000,000, 
due to additions to the gold stock and the 
issuance of silver certificates by the Treas- 
ury. When gold comes into the country and 
the Treasury purchases it, the funds thus 
released by the Treasury come into pos- 
session of the banks and become bank re- 
serves, and when silver certificates are 
issued by the Treasury this also adds an 
equivalent amount to the reserves of mem- 
ber banks. The amount of reserves needed 
by banks has been augmented by the in- 
crease in reserve requirements and by the 
growth in deposits, but their reserves now 
exceed requirements by $3,600,000,000. This 
amount of excess reserves can be more 
than doubled, even without further gold 
imports or silver purchases, through dis- 
bursement by the Treasury of amounts 
equivalent to the gold it holds in the stab- 
ilization fund and elsewhere, by a reduc- 
tion of its unusually large balances with 
the Federal Reserve banks, and by the 
issuance of silver certificates against the 
free silver bullion now in the Treasury’s 
possession. This leaves out of considera- 
tion the Treasury’s authority to issue 
United States notes. The Treasury can 
also absorb member bank reserves by in- 


creasing its cash holdings and its Federal 
Reserve balances. Under existing condi- 
tions the Treasury’s powers to influence 
member bank reserves outweigh those pos- 
sessed by the Federal Reserve System. 


Absorbing Excess Reserves 

Under the present law the Federal Re- 
serve System can absorb excess reserves 
only to the extent of approximately $800,- 
000,000, the amount by which it can in- 
crease member bank reserve requirements, 
and the additional amounts that could be 
taken up by such sales out of its portfolio 
of $2,560,000,000 of Government securities 
as may be in the public interest. After the 
system had done all in its power to absorb 
excess reserves, a considerable amount 
would remain at the disposal of the banks. 
In view of the many changes in bank 
assets and in money market conditions that 
have occurred in recent years, only expe- 
rience can determine at what level of ex- 
cess reserves banks will be responsive to 
Federal Reserve policy. It is clear, how- 
ever, that the present and _ prospective 
volume of excess reserves may at some 
time become the basis of an injurious credit 
expansion. If this should develop, the Fed- 
eral Reserve System with its present powers 
might not be in a position to carry out 
the mandate of Congress to prevent such 
an expansion. 

The board is convinced that there is no 
immediate prospect of excessive expansion 
of bank credit and no reason to change 
the present policy of monetary ease adopted 
by the purpose of facilitating recovery. It 
believes, however, that the present is an 
appropriate time to review our banking, 
credit, and monetary system in order that 
Congress may consider such changes and 
improvements as appear desirable. 
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THE ability to write or dictate effective letters 
which win or keep friends, while accomplish- 
ing their purpose, is invariable with some. 
With others it is an uneven talent. Still others 
succeed only through persevering practice and 
experiences costly in friendship, time and 
money. 


Here is a book that is designed to help the 
personnel of your bank express themselves 
as ably in letters as in personal contact or 
vice versa. It gives a wealth of suggestion 
resulting from the author's practical work 
with the letter-writing efforts of officers, 
department heads and clerks in many repre- 
sentative banks. 


EFFECTIVE BANK LETTERS 


By Alice A. Kretschmar 


HIS book is the only training 

CONTENTS service published that is likely 

in Brief to improve bank letters. It has for 
its background years of practical 
experience with bank letter problems 
as encountered by the author in 
serving some of the country’s largest 
banks, in a professional capacity. 

The printed service is available 
to you in a loose-leaf book (which 
can be circulated in sections), at an 
investment of only $12. The first 
edition sold for five years at $25 to 
Construction and banks buying from one to sixty 

Styte copies. 
Personality and Char- A complete table of contents and 

acter 5 ; 

a random cross-section, short list of 

present users of this book will be 
sent promptly on request. 


Foreword 
Model Letters 


Letter Forms and 
Charts 


Trite and Undesirable 
Expression 


Effective Beginnings 
Worthwhile Endings 


Letter Analysis 
(Case Treatment) 


Everyday Letters 
from the Fil ‘ " 
wa sjiepane Price $12 delivered 


Punctuation 

Helpful Books Bankers Publishing Company 

Index 465 Main Street 
Cambridge, Mass. 
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INTERMEDIATE CREDIT 
FOR INDUSTRY 


By E. N. DEKKER 


Assistant Vice-President, 
The National City Bank of Cleveland, 
Cleveland, Ohio 


UBLIC needs in banking in 1939 

have not changed greatly from the 

needs which existed in the so- 
called prosperity years of the 1920s. 
Legislation which has been enacted since 
1932 has curtailed the ability of banks 
to extend certain services which had 
grown to be a part of the banking busi- 
ness prior to the depression. Other 
legislation, which has had far-reaching 
effects on public financing by industry, 
has created an opportunity for commer- 
cial banks to offer to qualified borrow- 
ers what appears to be a new service. 
This service is in the field of inter- 
mediate credit for industry. 

We have all had experience with 
short-term loans made at current in- 
terest rates, which have been renewed 
in full on successive maturities and 
which were eventually liquidated by 
being transferred to another institution, 
or by the arrangement of a repayment 
schedule to which the borrower agreed 
only after considerable pressure had 
been brought to bear by the lending 
bank. The subject of “intermediate 
credit for industry” which at present 
seems to hold considerable interest for 
the banking profession is simply a new 
and rational approach to this former 
practice of lending temporary capital 
funds to borrowers through the medium 
of short-term, frequently renewed, 
loans. 
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Mr. Dekker says: 


‘‘The commercial banking pro- 
fession has been subjected to 
considerable criticism because of 
its apparent failure to meet the 
credit needs of industry. Al- 
though the experience of the 
Federal Reserve System and the 
Reconstruction Finance Cor- 
poration in considering ap- 
plications for direct loans has 
demonstrated that only a small 
percentage of the applicants can 
qualify as eligible borrowers, 
there is still a great deal of pres- 
sure for the creation of Federal 
Intermediate Credit banks. 

“If the commercial banker 
does not wish to be faced with 
competition in this form, he 
must become aggressive in his 
efforts to combat it.’’ 

In the accompanying article, 
which was the basis for an ad- 
dress which he quite recently 
made before an A,B.A. Regional 
Conference, Mr. Dekker outlines 
considerable of the policies and 
procedure in making interme- 
diate credit loans. 


If we keep always before us the fact 
that the paramount need at all times is 
for sound commercial banks, and that 
any participation in the field of inter- 
mediate credit must always be related 
to the over-all picture of our investment 
position, the extension of longer term 
loans to industry should prove to be a 
real service, not only to the borrower 
who directly benefits but, also, to the 
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Management Factors to Consider 
in Examination of Risks for 
Intermediate Term Loans: 


1. Has the management demon- 
strated its ability to operate 
profitably enough to repay 
the loan out of earnings 
within the period for which 
it is to run? 

. Has it been conservative in 
its disposition of the profits 
of prior years and built up 
surplus and reserves, or have 
these profits been dissipated 
in dividends and higher offi- 
cers’ salaries? 

. Have the operations of the 
company been maintained on 
an efficient, up-to-date basis? 

. Are the plant and machinery 
kept in good condition? 

. Are the relations between 
management and employees 
stable? 

Has the management been 

able to hold or improve its 

competitive position in its in- 
dustry? 

. Have its sales and earnings 
compared favorably over the 
period reviewed with those of 
its outstanding competitors? 

. Are its sales policies sound 

and is its product well re- 
garded? 
Does the management include 
several capable executives, 
any one of whom is able to 
operate the business, or does 
it depend mainly on the en- 
ergy and initiative of one 
dominating individual? 

The larger competitors and 
the more important customers of 
the applicant furnish a good 
source from which to secure the 
answers to many of the forego- 
ing questions. 


community as a whole, which will profit 
from the improved position of the com- 
pany. 


Intermediate credit in our discussion 
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will be used to refer to loans for capital 
purposes, which are to be repaid over 
a period, preferably, of five years or 
less. The proceeds of these loans may 
be used to improve plant and: machin- 
ery, to rearrange capital structure, to 
finance an expansion of business or 
develop additional lines, to acquire an- 
other business, or to replenish working 
capital. Many banks have been en- 
gaged in making these loans for several 
years. Recently the insurance companies 
have become quite active in this field 
and competition from this source has, 
in some cases, forced banks to extend 
longer terms than five years. The par- 
ticipation of insurance companies and 
savings banks in the extension of inter- 
mediate credit to industry offers an 
opportunity for codperation between 
these institutions and commercial banks 
which can be developed to the advan- 
tage of both. The former institutions 
are interested primarily in_ stable, 
longer-term, higher-yield, investments. 
The latter institutions prefer short- 
term investments which, necessarily, re- 
turn a lower yield. When a loan is 
being made for a longer term than five 
years, is there any reason why it cannot 
be made jointly by a commercial bank 
and an insurance company or savings 
bank—the commercial bank taking that 
portion of the loan which carries the 
shorter maturities and pays the lower 
rates and the insurance company or sav- 
ings bank carrying the longer maturi- 
ties at the higher rates? This method 
of extending term loans has already 
been used in some instances, and, no 
doubt will be more widely developed 
in the future. 

The investigation of an applicant for 
an intermediate term loan must be much 
more thorough and complete than the 
investigation of an applicant for the 
ordinary short-term commercial loan. 
As the maturity of an obligation be- 
comes more remote, the number and 
variety of the risks which may influence 
its repayment greatly increase. The 
primary security back of the seasonal, 
unsecured loan is the current asset po- 
sition of the borrower. In the case of 
the term-loan, the most important se- 
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curity is the ability of management. 
This can best be judged only by an 
examination of the history and progress 
of the company for several prior years. 
Has the management demonstrated its 
ability to operate profitably enough to 
repay our loan out of earnings within 
the period for which it is to run? Has 
it been conservative in its disposition 
of the profits of prior years and built 
up surplus and reserves, or have these 
profits been dissipated in dividends 
and higher officers’ salaries? Have the 
operations of the company been main- 
tained on an efficient, up-to-date basis? 
Are the plant and machinery kept in 
good condition? Are the relations be- 
tween management and employees 
stable? Has the management been able 
to hold or improve its competitive posi- 
tion in its industry? Have its sales 
and earnings compared favorably over 
the period reviewed with those of its 
outstanding competitors? Are its sales 
policies sound and is its product well 
regarded? Does the management in- 
clude several capable executives, any 
one of whom is able to operate the busi- 
ness, or does it depend mainly on the 


energy and initiative of one dominating 


individual? The larger competitors 
and the more important customers of 
the applicant furnish a good source 
from which to secure the answers to 
many of the foregoing questions. 

In addition to these management fac- 
tors, information which can be secured 
from the balance sheet is of vital im- 
portance. A careful checking of ac- 
counts receivable and the quality of the 
names to which the applicant sells will 
indicate the possible loss which may 
occur in this item. A thorough inspec- 
tion and appraisal of inventory are 
necessary. An examination of the plant 
and machinery and a study of the effi- 
ciency of operating methods should be 
made by a competent engineer. In brief, 
in considering an application for inter- 
mediate credit, we should make the 
same complete investigation that the in- 
vestment banker would make in prepar- 
ing to float an issue of bonds. 

Consideration must be given to the 
cyclical: position of business generally. 


Long-term loans extended during the 
early part of the upswing of the busi- 
ness cycle entail the minimum of risk 
from factors beyond the control of the 
borrower. On the other hand, loans of 
a capital nature, which may be extended 
at the top of a cycle, may be jeopard- 
ized by a decline in business activity 
which will seriously curtail the profit- 
able operations of the borrower. In 
addition to the general business cycle, 
consideration must also be given to the 
trend of the particular industry in which 
the applicant is operating. If the in- 
dustry itself is declining because of a 


Additional Factors to Consider 
When Making Intermediate 
Term Loans: 

1. A careful checking of ac- 
counts receivable and the 
quality of the names to which 
the applicant sells will indi- 
cate the possible loss which 

may occur in this item. 
A thorough inspection and 
appraisal of inventory are 
necessary. 

. An examination of the plant 
and machinery and a study 
of the efficiency of operating 
methods should be made by a 
competent engineer. 

. Consideration must be given 
to the cyclical position of 
business generally . . . loans 
of a capital nature which may 
be extended at the top of a 
cycle may be jeopardized by 
a decline in business activity 
curtailing profitable opera- 
tions, 

. Consideration must also be 
given to the trend of the par- 
ticular industry in which the 
applicant is operating. If the 
industry itself is declining 
because of a change in con- 
sumer demand or the inroads 
of new products, the exten- 
sion of a term loan to a com- 
pany engaged in that indus- 
try is not warranted. 
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‘The most likely prospects 
for loans of the nature we are 
discussing will be found among 
the small and medium-sized 
businesses, whose capital needs 
-are not large enough to warrant 

-the expense of a public issue. 
Such companies may see an op- 
portunity to expand operations 
or improve their position profit- 
wise by the acquisition of capi- 
tal funds which are not perma- 
nently needed in the business.’’ 


change in consumer demand or the in- 
roads of new products, the - extension 
of a term loan to a company engaged 
in that industry is not warranted. 


When the investigation has been com- 
pleted and the application for a term 
loan has been approved, a formal 
agreement between the bank and the 
borrower should be drawn. Some of 
the things which will be covered’ by 
this agreement are the purpose for 
which the funds are to be used, rate 
of interest, the program of repayment, 
and the protection which is given to the 
lending bank. If the funds are to be 
spent for new machinery, an exact de- 
scription and the cost in detail of the 
equipment to be purchased should be 
shown. This will usually avoid the 
necessity for advancing additional funds 
to make the original loan good. Interest 
is sometimes provided for at a fixed 
rate for the entire loan. Frequently, 
however, it is graduated according to 
maturities. Interest for the first year’s 
maturity may be the same as the rate 
to which the borrower would be en- 
titled on a straight commercial loan. 
The interest for later maturities is 
usually at a progressively higher rate. 
In all cases, the average interest in- 
come should be higher than current 
rates. The repayment program should 
be carefully drawn. It should be based 
on the anticipated results of the im- 
proved operations of the company and 
should provide for an acceleration of 
payments in periods of better earnings. 
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The protection given to the bank 
may consist of security in the form of 
a mortgage on plant and equipment, 
warehouse receipts, accounts receivable 
on a revolving basis, or responsible 
guarantees. If the loan is to be made 
without security, the provisions of the 
agreement which furnish protection to 
the bank become increasingly im- 
portant. These usually provide for the 
maintenance of a specified current ratio 
and a minimum net current. assets posi- 
tion, and prohibit the payment of divi- 
dends, the increasing of officers’ salaries, 
the sale or merger of the company, the 
retirement of capital debt, or the in- 
curring of additional long-term obliga- 
tions without the approval of the loan- 
ing bank. Each agreement must be 
drawn to fit the particular case under 
consideration. 


There are two main reasons why 
commercial banks should give consid- 
eration to this subject of “intermediate 
credit for industry.” First is the need 
for additional earnings. The low yield 
from short-term, high-grade investments 
has forced many banks to invest in 
longer term bonds to secure sufficient 
income. These bonds are in a vulner- 
able position marketwise when interest 
rates harden or substantial liquidation 
becomes necessary. The rates which 
may be secured on term loans will com- 
pare favorably with the yield on higher- 
grade, longer term bonds. If a five-year 
term loan is repayable in equal annual 
installments, it has an average maturity 
of three years. The serial payments 
provide a continual turnover of funds 
which is an element of protection 
against changing conditions or demands. 
If our loans are good loans, the risk 
of loss of principal is much less in the 
case of a term loan than in the case 
of long bonds. Furthermore, when 
bonds are purchased, the entire amount 
of cash invested goes out of the bank. 
When a loan is made to a depositor, a 
portion of such loan stays in the bank 
in the form of an increased deposit. 

A second reason for making term 
loans is to recover in a measure a part 
of our business that has been gradually 
slipping away from us. Several agencies 
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have entered the field of term loans and 
it is not at all improbable that these 
same agencies will offer short-term ac- 
commodation to our customers when 
the opportunity presents itself. If we 
wish to regain a dominant position as 
the chief source of credit funds, we 
should study the technique of making 
long-term loans and solicit applications 
for such loans from qualified prospects. 


The most likely prospects for loans 
of the nature we are discussing will be 
found among the small and medium- 
sized businesses, whose capital needs 
are not large enough to warrant the 
expense of a public issue. Such com- 
panies may see an opportunity to ex- 
pand operations or improve their posi- 
tion profitwise by the acquisition of 
capital funds which are not needed per- 
manently in the business. Private 
investors are hard to find. The cost of 
public financing is prohibitive. The 
liabilities and requirements .of the Se- 
curities Exchange Act involve greater 
expense for such items as fees for attor- 
neys, auditors and engineers, and 
printing. The cost of marketing a mod- 
erately sized issue has _ practically 
doubled. The logical source from which 
to secure such temporary capital funds 
is the company’s bank. The general 
opinion of bankers, as well as business 
men, is that this type of loan has be- 
come a permanent part of our financial 
structure. 


Changes in the Federal Reserve Act 
and Regulations of the Comptroller of 
the Currency with regard to bank ex- 
aminations favor the participation of 
commercial banks in the intermediate 
credit field. Both the Reconstruction 
Finance Corporation and the Federal 
Reserve banks are authorized to partici- 
pate in intermediate credit loans ex- 
tended by commercial banks. Further- 
more, if a lending bank desires to carry 
the entire loan on its books and benefit 
from the earnings, it can secure a com- 
mitment from either of the Federal 
agencies, which will cover a substantial 
portion of the loan. For this commit- 
ment, it pays a small fee, frequently 
not more than 1 per cent., and the bal- 
ance of the income from the loan con- 


tributes to the earnings of the lending 
institution. That portion of the loan 
covered by the commitment is not con- 
sidered in the legal loan limit of the 
bank. It can be converted into cash 
on demand and is, therefore, the most 
liquid type of investment. 

Such long-term loans are no longer 
considered to be slow assets in the view 
of the national bank examining author- 
ities if repayment under the terms of 
the agreement is maintained. The em- 
phasis in examinations now seems to be 
placed on solvency and ultimate liqui- 
dation within the terms of the original 
agreement and not upon immediate 
liquidity. 

As it was originally conceived, the 
Federal Reserve Act created the Fed- 
eral Reserve banks as banks of discount 
for member banks. The type of paper 
eligible for rediscount was carefully de- 
scribed in the Act. By various amend- 
ments, the lending powers of the System 
have been greatly broadened. Section 
10b authorizes each Federal Reserve 
bank to make advances to members for 


‘‘Today more than ever the 
small and medium-sized busi- 
nesses need the advice and coun- 
sel of bankers. Present condi- 
tions require careful accounting 
methods as well as prudent 
credit and buying policies. The 
banker is usually looked upon 
as an authority in these matters. 
Through his many contacts with 
all lines of industry, the banker 
is often able to foresee changes 
which will greatly affect busi- 
ness in the near future. 

*‘To properly fulfill his obli- 
gation to his community, he 
should be ready to sit down 
with his customers at any time 
and discuss their problems with 
them. Credit accommodation 
may not be needed. All the cus- 
tomer may be looking for is the 
banker’s opinion of the direction 
of business in the next few 
months.’’ 
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four months’ periods when such ad- 
vances are secured by collateral which 
is satisfactory to the Federal Reserve 
bank. It is quite likely that properly 
made term loans will prove to be ac- 
ceptable as collateral for such emer- 
gency advances. 


It is not possible to offer a formula 
for determining the amount of its 
assets which a commercial bank may 
reasonably invest in intermediate term 
loans. Each bank must give considera- 
tion to its own position in determining 
the extent of its activity in this field. 
The nature of its deposits plays an im- 
portant part. Equally important is the 
position of its loan and investment port- 
folio. If its investments are primarily 
in longer term issues, prudence would 
dictate that uninvested funds currently 
available should not be tied up in loans 
of this type. On the other hand, if a 


large proportion of its investments are 
short maturities, some of its current 
funds may well be allocated to term 
loans which will return a more satisfac- 
tory yield than will high-grade five-year 
bonds. 


The commercial banking profession 


has been subjected to considerable criti- 
cism because of its apparent failure to 
meet the credit needs of industry. Al- 
though the experience of the Federal 
Reserve System and the Reconstruction 
Finance Corporation in considering ap- 
plications for direct loans has demon- 
strated that only a small percentage of 
the applicants can qualify as eligible 
borrowers, there is still a great deal of 
pressure for the creation of Federal In- 
termediate Credit banks. If the com- 
mercial banker does not wish to be 
faced with competition in this form, he 
must become aggressive in his efforts 
to combat it. Through advertising, 
news articles, and public speeches, he 
should continually inform the public 
of his desire to make loans. 


An important influence on public 
relations is the manner of refusing the 
extension of credit to an applicant. Too 
often the refusal takes the form of a 
blunt statement that the committee re- 
fused to approve the loan, and the cus- 
tomer is at a loss to know why. He 
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naturally resents such treatment and 
doesn’t hesitate to express his opinion 
about banks, generally, to his friends. 
To be fair to the customer as well as 
to the bank, the customer should be told 
frankly the reason for the bank’s re- 
fusal to meet his request. He should 
be encouraged to take such steps as will 
enable him later to qualify for bank 
accommodation. The pressure for gov- 
ernment assistance does not come from 
those who are in a position to borrow. 
It comes rather from those whose re- 
quests have been refused. If the reason 
for such refusal is sound and clearly 
explained, the customer will have no 
cause to criticize his banker. 


Today more than ever the small and 
medium-sized businesses need the advice 
and counsel of bankers. Present con- 
ditions require careful accounting 
methods as well as prudent credit and 
buying policies. The banker is usually 
looked upon as an authority in these 
matters. Through his many contacts 
with all lines of industry, the banker 
is often able to foresee changes which 
will greatly affect business in the near 
future. To properly fulfill his obliga- 
tion to his community, he should be 
ready to sit down with his customers at 
any time and discuss their problems 
with them. Credit accommodation may 
not be needed. All the customer may 
be looking for is the banker’s opinion 
of the direction of business in the next 
few months. On the other hand, if the 
customer’s problem is clearly lack of 
capital to enable him to take advantage 
of opportunities to improve his busi- 
ness, the banker should be ready and 
willing to examine his situation fully 
and sympathetically. If he can qualify 
as an intermediate credit prospect, a 
new avenue of service is opened to the 
banker. 

The small and medium-sized busi- 
nesses are exceedingly important to the 
prosperity of our country. What bene- 
fits them benefits their communities. 
One of the public needs which commer- 
cial bankers should be ready to meet 
is the dearth of capital of a temporary 
nature which is so evident in many good 
companies. 
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WHAT THE BANKER 
SHOULD KNOW 


By Hersert V. PRocHNow 


Assistant Vice-President, 
First National Bank, Chicago 


HE banker is obligated, first, to 

know his customers’ businesses; 

secondly, he has the fundamental 
duty of knowing his own business. But 
over and above these he has a moral 
obligation to his community by virtue 
of the fact that he is the steward and 
trustee of the savings and demand de- 
posits of millions of people. He has, 
for example, the savings account of 
over 44 million people—money that 
represents the savings of the widow, the 
laborer, and the school boy. That moral 
obligation requires that he champion, 
in boom times and in depression, those 
fundamental economic and _ business 
principles upon which the remarkable 
progress of this country has been built 
and upon which the very foundations 
of his business rest. This means that 
both in boom times and in depression 
his voice must be heard when we take 
our economic machine and abuse it as 
we have too frequently. 

It is essential, not only in periods of 
prosperity but also in times of depres- 
sion, for a banker to advocate those 
economic principles he knows by ex- 
perience are sound. Dogmatisms spring 
alike from booms and from depressions. 
To be consistent with the great funda- 
mentals upon which his own business 
is established, he must, for example, 
advocate personal thrift. The founda- 
tion of his own business rests upon 


From a Recent Address 


**It is not an easy task for us 
as Americans to keep our minds 
free from the infections of a 
feverish world as we ourselves 
struggle to find the way to a 
reasonable economic stability. 
In the midst of this confusion 
the banker must come to his 
desk with a new and deepening 
sense of his responsibility, for 
his institution is in no small 
measure the foundation stone of 
our economic structure. In his 
hands rests to a large degree the 
stewardship for the wealth of 
the nation. He has in his care 
the savings of the masses and 
the bank accounts of American 
industry, and in his trust de- 
partments he administers the 
property of countless men, 
women, and children. Into the 
fabric of his business are woven 
the lives, hopes, and fortunes of 
multiplied thousands of our 
people. 

‘Confronted with chaotic 
conditions in the world, and 
with these responsibilities on his 
shoulders, it is imperative that 
the banker bring to his daily 
work a breadth of knowledge 
and experience which equals or 
exceeds that of the time-honored 
professions.’’ 


thrift, industry, and integrity. One 
often hears men express the philosophy 
that thrift is unnecessary, that economy 
is not essential. We read that “It is 
saving for a rainy day that makes it 
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‘‘In these days when nations 
seem to swing between panic and 
plenty, when ‘democracies are 
fighting for their lives, and when 
there are men who believe they 
hear the death rattle in the 
throat of civilization, it might 
be well for a banker to familiar- 
ize himself thoroughly with the 
achievements of the American 
democracy. Because his institu- 
tion is in many ways the corner- 
stone of our economic structure, 
he ought to be familiar not only 
with his customers balance sheets 
and his bank’s balance sheet, 
but also the nation’s balance 
sheet.’’ 


rain,” but if the banker knows his eco- 
nomics he is aware of the fact that sav- 
ing is a necessity to economic progress 
in any nation. If he is familiar with 
the elementary principles of economics, 
he is aware that saving is practiced un- 
der socialism or communism as well as 


The only differ- 


under a democracy. 
ence is that in a democracy the matter 
of thrift is up to the individual and to 


the business. It is in a large measure 
voluntary. In a communistic, or social- 
istic state the saving is done by the 
state, which withholds from the worker 
a portion of what he produces. The 
state must do this if it is to find funds 
for new machinery, equipment, build- 
ings, hydro-electric plants, and other 
instruments of capital. Any society 
that ceased to save would be on the 
downward road to barbarism. The 
banker should understand these funda- 
mentals of economics. If 50,000 bank- 
ers were adequately informed regarding 
the fundamentals of economics, they 
could easily be a great and profound 
influence for good in any nation. 

In these days when nations seem to 
swing between panic and plenty, when 
democracies are fighting for their lives, 
and when there are men who believe 
they hear the death rattle in the throat 
of civilization, it might be well. for a 


banker to familiarize himself thoroughly 
with the achievements of the American 
democracy. Because his institution is 
in many ways the cornerstone of our 
economic structure, he ought to be fa- 
miliar not only with his customers’ 
balance sheets and his bank’s balance 
sheet, but also the nation’s balance 
sheet. As business men, we have too 
frequently been guilty of the sin of ig- 
norance. When the banker talks to the 
boys and girls in the high school of his 
community and to the men and women 
who are his neighbors and customers, 
he should bring a rich fund of knowl- 
edge about the American economic or- 
der to those discussions. Let’s take a 
look at some of the items on America’s 
balance sheet: 


1. Savings—44 million savings de- 
positors with over 24 billion dollars in 
savings. 

2. Wealth—the highest per capita 
ownership of wealth of any nation in 
the world. 


3. Insurance—over.110 billion dol- 
lars in life insurance—64 million cus- 
tomers of insurance companies—more 
than 115 million policies—over 80 per 
cent. of the insurance in force in the 
world. 


4. Automobiles—over 28 million of 
the 40 million motor vehicles in the 
world are in this country. Fifty-four 
per cent. of all American families own 
cars. One automobile for every 414 
persons compared to one for every 161 
persons outside of the United States. 

5. Electrical appliances—four out of 
five American homes have electricity— 
almost 22 million of America’s 26 mil- 
lion homes are wired. Approximately 
every second home has a vacuum 
cleaner, a washing machine, electric re- 
frigerator, and electric toaster. The 
average residential user pays only an 
average of about $33.72 a year for elec- 
tricity—less than 10 cents a day. 

6. Radios—over 28 million radios— 
one for every five persons. -More than 
650 broadcasting stations compared to 
only one as recent as 1920. 


7. Recreation—seven to ten billion 
dollars per year is spent by Americans 
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for recreation and pleasure—$56 to $80 
per person. 


8. Telephones—over 56 per cent. of 
all the telephones in the world—one 
for every seven persons—compared to 
one for every thirty-five persons in other 
leading nations. 

9. Libraries—over 6000 public li- 
braries with more than 100 million vol- 
umes—an education just around the 
corner for every ambitious man and 
woman. 

10. Education—one out of every four 
Americans attended some school dur- 
ing the past year—242,000 public 
school buildings—1166 universities and 
colleges—252 teachers’ colleges—25,000 
public high schools. Today a boy or 
girl has one chance in two of going to 
high school; in 1890 it was one in 
twenty-five. He has one chance in six 
of going to college; in 1900 it was one 
in thirty-three. 

11. Health—75 years ago the aver- 
age life span of Americans was forty 
years; today it is approximately 60 
years. There is an approved hospital 
within twenty to thirty miles of 98 per 
cent. of our population. 

12. Highways—750,000 miles of sur- 
faced highways and 3 million miles of 
highways in all, the latter figure being 
almost one-third of the total highway 
mileage of the world. 

13. Home ownership—more home 
owners than in any other nation, over 
14 million families living in homes 
they own. 

14. Farm ownership—314 million 
families live on farms they own. 

15. Shareholders—approximately 11 
million people own shares of stock, and 
over 500,000 are investors in the steel 
industry alone. 

16. Religion—the largest church 
membership in relation to population in 
the history of the nation. 

17. Markets—the greatest mass mar- 
ket for goods that the world has ever 
known, which incidentally reflects the 
steady increase American employees 
have had in the national income. 

These are Some of the assets on 
America’s balance sheet regarding which 


it is the banker’s responsibility to be 
fully informed. 

Finally, the banker is confronted 
with a fourth major responsibility. In 
a world which has been shaken down 
into a single community by the forces 
of transportation and communication, 
it is imperative that the really well- 
informed banker have a_ reasonable 
familiarity with the economic problems 
confronting all nations. I appreciate 
that may look like a hopeless task. It 
may seem far too big for one man to 
undertake to grasp the whole situation. 
It may appear like the oyster of which 
Thackeray said, “That oyster was so 
big it took two men to swallow it 
whole.” 

The average man may easily assume 
also that there is, after all, nothing he 
can do about the world’s problems. 
Having read in the morning headlines 
week after week throughout the year of 
repeated crises, he is inclined to assume 
the attitude of “what difference does it 
make if the world is going to the 
dogs?” His viewpoint is something 


like that expressed by William Lyons 
Phelps in the poem: 


‘‘In a world which has been 
shaken down into a single com- 
munity by the forces of trans- 
portation and communication, it 
is imperative that the really 
well-informed banker have a 
seasonable familiarity with the 
economic problems confronting 
all nations. I appreciate that 
may look like a hopeless task. 
It may seem far too big for one 
man to undertake to grasp the 
whole situation. 


‘‘But the banker’s attitude on 
these world problems does make 
a difference. The nation that 
has been developing for 155 
years has now stepped on to the 
world’s stage as its greatest 
power. And the banker must 
assume his share of the respon- 
sibilities which are inherent in 
such world power.’’ 
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“The cow is in the hammock, 

The barn is in the lake, 

The baby’s in the ash can, 

What difference does it make?” 


But the banker’s attitude on these 
world problems does make a difference. 
The nation that has been developing 
for 155 years has now stepped on to 
the world’s stage as its greatest power. 
And the banker must assume his share 
of the responsibilities which are in- 
herent in such world power. 

May we briefly outline a few of the 
questions to which the banker may 
profitably give his earnest considera- 
tion if he is to assist in furnishing the 
leadership for the intelligent solution 
of some of the world’s most pressing 
problems? 

First: What is the significance of gold 
in our international affairs? Is the 
gold standard the best measure of value 
available? Must we finally restore the 
gold standard as the international meas- 
ure of value? Is it true, when a nation 
finds its gold supply is practically gone 
and its imports are as large as, or larger 
than, its exports, that it must initiate 
control of its exchange? Regardless 


of the political philosophy of a people, 
is it necessary for a nation to regiment 
its foreign exchange, to require its peo- 
ple to obtain permits for imports, to 
determine which products may be im- 
ported and which may not be imported, 
if it finds its gold supply practically 


exhausted? If these are the facts, are 
we to conclude that any nation prac- 
tically without gold and with a so-called 
unfavorable trade balance must regi- 
ment its economy whether it wishes to 
do so or not? That means regimenta- 
tion of consumption, production, and in 
a large measure the way of living for 
many people. 

With about fifteen billion dollars of 
the world’s total monetary gold supply 
of twenty-five billion dollars in the 
hands of the United States, and with 
the amount in our hands increasing, is 
the world drifting to a barter or “swap- 
ping” economy among nations whose 
supplies of gold are practically ex- 
hausted? What is the significance of 
the fact that approximately forty na- 


tions in the world today are now op- 
erating under trade and exchange re- 
strictions? 

Second: Every banker ought to have 
some familiarity with the banking sys- 
tems of such countries as Canada, Eng- 
land, France, Germany, Italy and Japan. 
Looking at the statements of the banks 
of the major countries today and the 
methods by which their governments 
are being financed, is it true that al- 
most all the nations of the world are on 
an expanding paper basis? What is 
the significance of the fact that the 
banks and insurance companies in 
Japan, for example, hold over 52 per 
cent. of the Japanese government bonds, 
and the government institutions them- 
selves hold over 28 per cent.? In 
other words, less than 20 per cent. of 
the Japanese government debt is in the 
hands of the public. 

These are some of the questions which 
the banker may reasonably be expected 
to study if he is to bring to a discus- 
sion of the world’s economic problems 
that intelligent leadérship which his 
position demands. 

In conclusion then, the banker has, 
first, the responsibility of knowing his 
customer’s businesses; secondly, the re- 
sponsibility of knowing the funda- 
mentals of his own business; thirdly, 
the responsibility for an _ intelligent 
understanding of the economic order in 
which his institution operates, and 
fourthly, a reasonable familiarity with 
world monetary and banking problems. 


® 


“There is still another way that stock- 
holders of this and other banks may 
help their companies. I refer to the 
influence which they can bring to bear 
for or against proposed legislation 
which may affect their institution and 
its earnings. I urge you to inform 
yourselves in regard to suggested 
changes in State and Federal laws and 
contemplated actions by governmental 
agencies and actively to support those 
you approve and oppose those you be- 
lieve unsound.”—J. Stewart Baker, 
chairman of the board of directors, Bank 
of the Manhattan Company, New York. 
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CLARIFIED BANK 
EARNINGS STATEMENT 


By Ward Schultz 


Financial Editor, Detroit Times 


XACTLY one year ago this week, 
this writer recommended the 
adoption of a uniform set of rules 

for computing earnings of both state 
and national banks. 

Now we have another year’s figures 
already released to the public and, 
judging by the questions we have been 
asked, although a few minor simplifica- 
tions have been introduced, there is still 
a crying need for understandable earn- 
ings reports by banks. 


It is not our function to analyze all 
bank earnings statements, for to do the 
job right it would be necessary to secure 
the services of the operating and 
accounting forces of the individual 
banks. And in addition, let me remind 
you that there are sincere differences of 
opinion among good bankers as to what 
does not constitute earnings. 

Much depends upon from what point 
of view you look at the earnings, no 
matter how they are computed. 

As a depositor, you want to know 
that the bank has set up every possible 
safeguard against every possible even- 
tuality and one of these safeguards is 
that the bank operates at a profit. 

You want a bank with strong stock- 
holders. By that I mean stockholders 
who expect a return no greater than is 
commensurate with the risk involved 
in their investment. 


If you are a stockholder, and by that 
I mean a bona fide stockholder, you are 
interested in earnings for the current 
year. But, even more so, you are in- 
terested in earnings for the 5, 10 or 20 
year pull. One year is only important 
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This article has been con- 
densed, with special permission, 
from a column in the Detroit 
Times which aroused consider- 
able interest in that city’s finan- 
cial circles. ; 

It expresses clearly not only 
the author’s viewpoint, but that 
of the man on the street regard- 
ing bank statements. 

During the past few years, 
hundreds of banks throughout 
the country have simplified their 
statements to the point where 
the layman can understand them 
—and this is highly commend- 
able. However, there still re- 
mains the problem of devising 
and adopting some uniform 
method of accounting and re- 
porting so that when compari- 
sons between banks are made—as 
they always are and will be— 
neither the layman nor the ex- 
pert will be led into drawing 
unfair conclusions. 

THE BANKERS MAGA- 
ZINE will be glad to receive 
readers’ comments on this ar- 
ticle and the suggestions the 
author makes, 


in that it shows how your bank adjusts 
itself to meet changing conditions. You 
have a perfect right to expect fair 
earnings. 

While bank earnings should run in 
direct proportion to the services ren- 
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dered this does not mean that the bank 
reporting the largest earnings for a 
single year rendered the greatest service 
in that year. One year may absorb all 
the losses of 10 years or take all the 
profits for the like period. 

However, one fact does stand out. 
All bank earnings should be computed 
on the same basis. Until this is done, 
no one can know just how banks 
actually compare, and wholly ridiculous 
comparisons will be made, which helps 
none and is harmful to all in the long 
run. 

I realize the difficulties that will be 
encountered in attempting to change 
established methods of computing earn- 
ings, but now is the time for banks to 
move in this direction, utilizing their 
local and national organizations to 
make a united plea! to the national 
Comptroller of the Currency and the 
state banking commissioners for a 
simplified form. 

Let me draw attention to one other 
important point. All too often is the 
earning ability of banks judged by a 


comparison of per share earnings. But 
here again enters the fallacy of trying 
to compare figures on banks today. 

First, per share earnings figures are 
meaningless when used to guage the 
operating efficiency of a bank. For this 
purpose the ratio of earnings to invested 
capital should be used, plus the element 
of risk which the bank assumes in the 
type of business it is conducting. 

And second, any comparison of earn- 
ings is unfair unless you know that the 
banks compared use identical methods 
of computing profits. 

My purpose in pointing these things 
out is not to criticize or defend any 
bank and it is really a tribute to the 
new and enlightened feeling existing 
today that we can discuss these things 
in a frank manner. 

Actually I want only to make avail- 
able to the man on the street such 
figures as would make it possible for 
him to judge fairly the respective 
merits, from year to year, of banking 
institutions. 


GOVERNMENT DEFICITS AND NATIONAL INCOME 


AcatnstT the theory that government 
deficits are essential to restore the na- 
tional income is the record of the years 
following the war, when we cut Fed- 
eral expenditures from $18,500,000,000 
in 1919 to around $3,000,000,000 an- 
nually, lowered taxes four times and 
reduced the Federal debt from $26,- 
600,000,000 to $16,000,000,000; and, 
save for a brief interruption in the year 
1921, the national income was steadily 
rising. From $56,800,000,000 in 1921 
it rose to $79,500,000,000 in 1929. 
This record was possible because the 
period was one of great expansion of 
private enterprise. With faith in the 
future, business men and investors were 
eager to go ahead with new ventures, 
putting people to work and producing 
new wealth, confident that capital so 
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risked would yield a profit, and that 
those who took chances and made money 
would be permitted to retain a reason- 


able share of their earnings. This was 
despite disturbed conditions abroad. 
... If the policies pursued both 
within and without the Government are 
such as to encourage harmonious rela- 
tions within the economic system, and 
give incentive to new undertakings and 
enterprise, then business should indeed 
pick up and go ahead. But unless the 
policies pursued are carried out in this 
spirit and with these objectives, spend- 
ing to stimulate business is likely to be 
effective only so long as it lasts, and 
leave the situation worse than before, 
with an added burden of debt and taxes 
for individuals and business to carry, 
and other adverse consequences.—Na- 


tional City Bank (N. Y.) Letter. 
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WHAT’S NEXT 
IN WASHINGTON? 


OR some time there has been little 

but standing room for the banker 

in banking. He has been pushed 
aside, his business scrutinized, ex- 
amined, supervised, dictated to and gen- 
erally disrupted by an ever-increasing 
number of governmental agencies. In 
fact, there has been so much crowding 
of these various agencies into the bank- 
ing field that they have started to 
squabble among themselves for specific 
rights and privileges—utterly disregard- 
ing the banker whose business they 
fight over. 

Now, with the entrance of the Secu- 
rities Exchange Commission directly 
into the banking picture, the banker has 
new worries. For one thing, the fact 
that the Comptroller’s office gave sup- 
posedly confidential information regard- 
ing one bank to the SEC which, in turn, 
planned to make use of it in public 
hearings, is hardly reassuring. Of no 
less concern is the question: if the SEC 
is upheld in this case, what assurance 
have we that similar public airings of 
the banker’s private business and his 
customers’ private business will not be 
made by countless other inquisitorial 
agencies? Is not the door of banking 
privacy, which was already shaky from 
previous violent assaults, being torn 
completely from its hinges? 

Yet, this is but one of the many prob- 
lems faced by American bankers today. 
The fact that banking is being forcibly 
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moved into a new and dangerous ex- 
perimental position in the national 
economy is not, of course, news to the 
banker. The rapidly changing picture 
of his business, and of American busi- 
ness as a whole, has long been the 
source of considerable concern. And 
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the prospects of increasing radical 
change seem to multiply overnight. 

Banking as a private business, even 
as a semi-public institution—conducted 
by men who have grown up in it, un- 
derstand it, know its problems and those 
of the region in which the bank does 
business—is certainly being challenged, 
if not seriously threatened with elimina- 
tion, in America today. A new theory 
is being thrust upon the banker and 
upon business—that banking is of na- 
tional concern and therefore should be 
supervised and directly controlled as 
part of a planned national economy. 
The mere fact that this is but a theory, 
untried and highly dangerous, and that 
there is as yet no semblance of a really 
planned national economy, nor any 
prospect of one, seems to have no part 
in the reasoning of those who would 
like to experiment. 


Bankers Should Be Concerned 


The banker, however—because he is 
a banker and knows something of 
finance, because he is a business man 
and knows something of business, be- 
cause he is an American and knows 
the value of individual freedom and a 
democratic form of government—has a 
most vital concern in the many dema- 
gogic, economically unsound, utterly 
destructive practices and theories which 
are springing up in_ ever-increasing 
number and, with specious reasoning, 
being thrust upon America. 

As bankers it is our duty as well as 
our privilege to jealously guard the 
solvency and proper control of our 
banks, to restore and maintain a sound 
American financial structure, to fight 
every encroachment upon the independ- 
ence of banking and business—to con- 
vince the public that independent 
banking, independent business, and a 
democratic form of government are not 


228 


to be thrown lightly aside for untried, 
unsound experimental theories. 

Tue Bankers MacazinE believes that 
the American banker has the courage 
and initiative necessary for this task, 
and proposes to aid in every possible 
way. One of our first contributions to 
the cause is the arrangement for a regu- 
lar monthly Washington department 
which will keep our readers fully 
abreast of the fast-moving banking, 
financial and economic picture in the 
national Capital. We believe that this 
will be of value, for only by knowing 
what is taking place and what is likely 
to take place can the banker be in a 
position to act. 

To protect his existing contacts and 
connections, we are not at liberty to 
reveal our Washington correspondent’s 
name at this time. However, he is a 
man who is on the ground, and has 
maintained close touch with Washing- 
ton affairs for over a decade—a man 
well-known as a keen analyst of such 
matters and as a writer in popular and 
business publications throughout the 
country. 


New Washington Department 
The Washington department (first of 


which immediately follows this intro- 
duction) is concerned only with the task 
of bringing to our readers the latest 
developments and the most probable 
course of action to be taken by the 
various agencies and bodies of the na- 
tional government which directly or in- 
directly affect American banking. 

It is our aim, and that of our cor- 
respondent, to make this department of 
the utmost help to our readers. Sug- 
gestions as to phases of the national 
picture with which you are especially 
concerned and would like to have addi- 
tional information will be welcome at 
any time. 
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IN WASHINGTON 


By Our WasHINGTON CORRESPONDENT 


ANKING has much at stake in a 
number of reform programs now 
being currently highlighted in 
Washington, yet, except in a very minor 
way, banking is not being consulted in 
the planning of the reforms. The truth 
is bankers could contribute very much 
if invited. However, official Washing- 
ton—reform Washington—is impatient 
of delay. Banking is distrusted because 
the banker moves cautiously, slowly, 
cognizant of difficulties involved. He 
doesn’t shout and immediately ask for 
a new law. Such careful procedure is 
just not good form in Washington. 
There are evidences, however, that 
some of the bankers of the nation are 
growing just a little weary of the réle 
assigned to them by official Washington. 
Perhaps it was the encouragement of 
recent elections that indicated a change 
might be coming—that many voters 
were also growing weary of the dizzy 
pace of reform. 


Trust Indenture Bill 


This evidence of a changing attitude, 
was apparent when the Barkley Trust 
Indenture Bill came before the Senate 
Banking and Currency Committee early 
in February. In the few days of open 
hearings granted, protests against the 
measure nearly overwhelmed those who 
were supporting the bill. This of itself 
was surprising for the measure had been 
written at the Securities and Exchange 
Commission and was nearly passed at 
the last session of Congress. 

Despite assertions made by Commis- 
sioner Eicher that organized banking 
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was supporting the program, several 
bankers appeared and emphatically 
stated their opposition. Such repre- 
sentative institutions as the Bankers 
Trust Company of New York, the First 
National Bank, the Continental Illinois 
Bank and Trust Company and the City 
National Bank and Trust Company, all 
of Chicago, questioned the need for 
such a bill at this time. Telegrams were 
read from other banks and protests were 
placed in the record. 

The statement of Robert W. Hanes, 
first vice-president of the American 
Bankers Association, stated the dilemma 
in which bankers found themselves for, 
he said, “although we did not accept 
as well-founded many of the statements 
and conclusions in the report” of the 
SEC which preceded the writing of the 
bill, “we were confronted with the 
choice of opposing all regulatory legis- 
lation in this field and attempting to 
work out some system of self regulation 
or of offering to codperate in the 
preparation of regulatory legislation, so 
that the ultimate bill would be a live- 
able and workable bill.” He told the 
committee as plainly as possible that, 
under an implied threat, organized 
banking had done the best possible! 

With the aid of some new Banking 
Committee members, notably Senators 
Taft and Downey, who evidenced a 
willingness to question the ability of the 
SEC to administer such a technical pro- 
gram, hearings were closed for further 
reconsideration. This proved something 
of a surprise; it was not anticipated. 
It may be that banking is finding its 
voice in Washington? Certainly, large 
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banking interests have a heavy stake 
in a trust indenture bill which gives to 
a comparatively youthful Government 
agency a preferred status in all future 
indentures, 


Securities Exchange Commission 


It may as well be admitted that the 
five-year old Securities and Exchange 
Commission has entered the already 
crowded supervisory field where com- 
mercial bankers must live. It is an 
aggressive agency; there are many alert 
and able individuals numbered among 
its policy makers. Many of them have 
a distinct reform bias, several with a 
flair for publicity, and nearly all are 
interested in banking processes. The 
slower programs of the Comptroller of 
the Currency, the Federal Reserve 
Board and the Federal Deposit Insur- 
ance Corporation, are distasteful; are 
questioned. 

The current investigation of Trans- 
america and its subsidiary the Bank of 
America, N. T. & S. A., indicates the 
extent to which the Commission is will- 
ing to-go in the use of headlines to 
cure alleged wrongs. While bankers 
need not intimately concern themselves 
with the personalities involved, the 
question remains, do bankers, many of 
whom have holding companies con- 
nected with their institutions, wish to 
have the records of their banks spread 
out in public hearings for newspaper 
headlines? The chief reform weapon 
of the Commission is publicity. The 
older supervisory bodies having to do 
with banking carefully “guarded the 
good name of banks for the protection 
of depositors as well as the share- 
holders. re. 

The high courts have now been asked 
to rule on little used statutes which in- 
volve the whole question of publicity 
of bank data. This also involves a chal- 
lenge to the authority of the 75-year-old 
Comptroller’s office. It is no secret that 
banking lawyers of that office believed 
that the ancient statutes gave no per- 
mission to the SEC to disclose examina- 
tion reports. 
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Comptroller’s Office 


It may be that national bankers have 
long been deluded into believing that 
the Comptroller of the Currency was an 
independent agency belonging to them, 
supported by them. ‘Many national 
bankers had come to feel that among 
the various supervisory agencies which 
clutter up the Capitol, they might find 
within the Comptroller’s staff some 
sympathetic understanding of their com- 
plicated problems—a _ governmental 
haven of refuge. It would seem now, 
however, that the Comptroller’s office 
is merely a part of the Treasury De- 
partment,—on a par with the Bureau of 
Internal Revenue, the Coast Guard and 
the Public Health Service. In other 
words, the national banker, if he has 
any connection with a holding company, 
is put on notice that anything he says, 
or has in his institution, may be used 
against him. Previously, discipline was 
administered as a father to a son; now 
it may be that of the policeman to the 
traffic offender. 


TNEC Investigations 


As this is being written the Tem- 
porary National Economic Committee 


is pursuing another of its designated 
subjects. Life insurance companies and 
combinations are being investigated. 
Banking is here a part of the picture 
and was so noted in making public the 
several corporate involvements of the 
Metropolitan Life Insurance Company. 
A leaf from the campaign book of 
Wright Patman who believes in Gov- 
ernment ownership of the Reserve banks 
was used. The Texas Congressman 
often displayed in connection with an 
address in support of his banking bill, 
the “wheel of wealth.” This focused 
attention on the far-reaching scope of 
money and of those identified with 
prominent corporations. Those con- 
nected with the policies of the life in- 
surance companies now under investiga- 
tion by the TNEC are being revealed as 
holding positions of responsibility in 
many other corporations, including, of 
course, banks. This is presumed to in- 
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dicate concentration of power and op- 
posed to the public interest. 

At the present time, the Securities 
and Exchange Commission, through its 
“Monopoly Study Group” is in direct 
charge of the insurance investigation 
hearings. This same study group have 
on their agenda for study, credit and 
its relation to economic prosperity. 
However, the extent to which this study 
of credit will go will undoubtedly de- 
pend upon Congressional financial sup- 
port for the work of the monopoly 
investigation. The Presidential mes- 
sage which was responsible for the work 
thus far plainly included bank holding 
companies and credit restrictions. This 
is the mandate for whatever may be 
done in the banking programs yet to 
be completed. 


Bills Introduced 


While literally thousands of bills 
have been introduced, it may be some- 
time before a clear program of the 
race for passage may be obtained. That 
there will be a bank holding company 
bill is admitted. Senator Carter Glass 
has written such a bill, he admits. 
Broadly speaking, it seeks to solve a 
perplexing problem by halting further 
growth in that field. Wright Patman 
has already introduced a more severe 
holding company measure. Henry B. 
Steagall, chairman of the House Bank- 
ing Committee, admittedly favors in- 
creasing the maximum of deposit insur- 
ance, much to the dislike of many large 
banks. Not that it will cost them any 
more for more insurance but they had 
hoped that the present assessment cost 
would, perhaps, be lowered. 

While former Representative, now 
Senator Mead, has not, at this writing 
introduced his intermediate credit bill, 
Senator Pepper, a New Deal favorite, 
has reintroduced his regional industrial 
bank bill. This is practically the same 
measure as he offered last year and 
which was written by staff members of 
the Securities and Exchange Commis- 
sion The Florida Senator believes that 
“wide expansion of credit facilities for 
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smiall as well as large business” must 
come “through the creation of Federal 
Regional Industrial Banks.” Such in- 
stitutions will “meet the demand of 
existing sound business and enterprise, 
as well as sound new business which 
ordinary banking and investment insti- 
tutions do not now provide,” he said 
when he offered the measure. 


Federal Reserve Board 


While any survey of Washington 
from the bankers’ point of view can not 
but be critical to prove enlightening, 
there are agencies on record as desirous 
of simplifying the bankers’ relationships 
to his Federal overlords. To the Fed- 
eral Reserve Board must go credit for 
their survey of the conflicting maze of 
regulations and laws existing in regard 
to banking. The first twenty-three 
pages of their annual report make no 
recommendations but plainly imply that 
Congress ought to do something about it. 

Perhaps Congress will consider the 
matter. Senator Smathers has said that 
he has the answer. Others are willing 


to tell how the several agencies shall 


be reshuffled. The Reserve Board’s 
chairman has permitted his program to 
be known in one way or another. His 
fellow governors assert however that 
such views are not those of the Board 
as a whole while the new survey of 
complexities is. 

Chairman Marriner Eccles has sent 
memoranda to several officials designed 
to promote greater Reserve bank con- 
trol, either through control of inter- 
bank deposits or examinations. Such 
proposals are not likely of acceptance. 
In fact, Mr. Eccles has, perhaps, more 
antagonists in the Capitol than any 
other banking official, despite his ac- 
ceptance at the White House. SEC re- 
formers do not trust him because of his 
family banking connections and the big 
bankers of the Reserve System because 
of his credit control’ theories. This 
makes it unfortunate for the Board’s 
program which looks to a Congressional 
commission appointed to study banking 
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law. for the purpose of developing 
fewer complexities. 


FEDERAL LEGISLATION 
PENDING 


Following is a brief resume of some 
of the proposed Federal legislation, 
which would affect banking, now pend- 
ing. These and other bills will be dis- 
cussed in greater detail, and develop- 
ments regarding them reported upon, in 
forthcoming issues. 


Agricultural Reserve Note Issue 


Bill reintroduced by Representative 
Jones (Texas) H. R. 1660. 

Provides funds for all purposes of 
the Intermediate Credit banks in lieu 
of the issuance of bonds by such banks 
as is now provided under the Farm 
Credit Act. It provides for the issue of 
legal tender notes, similar to Federal 
Reserve notes, by Federal Intermediate 
Credit banks, maximum issue not to ex- 
ceed $2,000,000,000, to be secured by 
$800,000,000 in gold which would be 
transferred from the gold stabilization 
fund or free gold in the Treasury, and 
by all intangible assets of the Federal 
Intermediate Credit Bank. 


Bank Holding Companies Elimination 


Bill reintroduced by Representative 
Patman (Texas) H. R. 194. 

Provides for the elimination of bank 
holding companies within a period of 
two years. 


Federal Licensing of Corporations 


Bill reintroduced by Senators O’Ma- 
honey (Wyoming) and Borah (Idaho) 
S. 330. 

Provides that all corporations en- 
gaged in interstate commerce shall ob- 
tain licenses from the Federal Trade 
Commission. Various corporations, in- 
cluding banking, are exempted from 
the provisions of this bill unless, 
through stock ownership, voting trust 
or trusts, holding company or com- 
panies, or by any other device or means, 
directly or indirectly, they acquire, for 
the purpose of controlling or influenc- 
ing the management of any corporation 
subject to the bill, any interest in or 
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control of such a corporation. In such 
cases the provisions of the bill apply 
to such a corporation which. would 
otherwise be exempted. It also pro- 
vides that no person may serve as a 
director or officer of a corporation sub- 
ject to the provisions of this bill and 
also as a director or officer or employee 
of any corporation which has advanced 
or loaned money or property to the 
corporation of which he is a director 
or officer. 


Federal Mortgage Bank 


Bill reintroduced by Senator Wagner 
(New York) S. 590. 

Provides for the creation of a Fed- 
eral Mortgage Bank to loan on or buy 
first mortgages, meeting certain eligibil- 
ity requirements, from borrowers or 
sellers who are stockholders and are 
engaged in the business of using their 
own funds in making real estate mort- 
gages on urban property. This would 
be a $1,000,000,000 bank, $100,000,000 
of the stock would be subscribed by the 
United States, and the balance offered 
to the public. Federal Reserve Mem- 
ber banks would be authorized to buy 
stock to the extent of 1 per cent. of 
their investment in mortgages. 


Federal Reserve Banks Government 
Ownership 


Bill reintroduced by Representative 
Patman (Texas) H. R. 195, 

Provides for Government ownership 
of the Federal Reserve banks; extension 
of Federal Reserve privileges to FDIC 
insured non-member state banks; free 
examination of member and affiliated 
non-member banks; Congressional con- 
trol of the tenure of office of Board 
members; an increase in the member- 
ship of the Board to twelve members 
to be appointed by President with con- 


sent of Senate; appointment of classes 


A, B, and C directors of the Federal 
Reserve banks by the Board of Gover- 
nors; employees of Federal Reserve 
banks and Board to be covered in clas- 
sified civil service; limit on Federal 
Reserve bank officers’ salaries to $25,- 
000; abolition of Federal Advisory 
Council; stabilizing of price level by 
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the Board of Governors; Board of Gov- 
ernors to be constituted Federal Open 
Market Committee; removal of limita- 
tion on increasing or decreasing reserve 
requirements. 


Monetary Control 


Bill introduced by Representative 
Hunter (Ohio) H. R. 2387. 

Provides for a Congressional declara- 
tion of policy of stabilization of price 
level through the expansion of demand 
bank deposits. The Board of Gover- 
nors of the Federal Reserve would be 
constituted monetary authority, and 
would be authorized to issue currency 
or credit until demand deposits equal 
$250 per capita of the total population 
of the United States, and thereafter at 
rate not to exceed 4 per cent. a year 
to compensate for annual physical in- 
crease in industry and population. This 
expansion would be accomplished by 
the Board of Governors making pay- 
ments to beneficiaries of the Social Se- 
curity Act through the Social Security 
Board and, if necessary in addition, 
through the financing of farms and 
homes for lower income groups. 

Further provisions of the bill include: 
Government ownership of the Federal 
Reserve banks through purchase of their 
stock by the Secretary of the Treasury; 
that “commercial banks’”— individuals 
and organizations receiving deposits 
subject to check—are engaged in inter- 
state commerce and, as such, would be 
subject to the authority of the Board 
of Governors of the Federal Reserve 
System; within one year after passage 
of the bill, “commercial banks” must 
keep cash assets in an amount equal to 
total demand deposits—U. S. securities 
owned on the effective date of the bill 
could be kept in lieu of cash; provision 
is made for the discount of any assets 
of “commercial banks” or increase in 
capital by sale of common or preferred 
stock to the public or to the RFC to 
provide the required cash. Supervision 
of the Board of Governors over the 
“commercial banks” would be limited 
to the protection of demand deposits, 
the declared policy of Congress (accord- 
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ing to this bill) being that loans and 
investments of time and savings deposits 
are the sole concern of time and sav- 
ings depositors. The bill also provides 
for the termination of office of all di- 
rectors and officers of the Federal Re- 
serve banks within one year after 
passage of the bill, and management 
of banks thereafter by managers ap- 
pointed by the Board of Governors. 


Monetary Policy and Credit Control 


Bill reintroduced by Representative 
Goldsborough (Maryland) H. R. 2181. 

Provides for: discounts on retail 
sales for which retailers receive credit 
from banks; inter-bank currency to be 
issued to banks by the Secretary of the 
Treasury to cover such credits; this cur- 
rency to be used only for settlements 
between banks, payment of Federal 
taxes and full reserves;. the Board of 
Governors to be empowered to increase 
reserves to 100 per cent. 


Price Stabilization 


Bill introduced by Representative 
Spence (Kentucky) H. R. 2542. 

Provides for the placing of exclusive 
control of open market operations of 
the Federal Reserve banks with the 
Board of Governors of the Federal Re- 
serve System; empowers the Board to 
require all banks insured by the FDIC 
to increase reserves against demand de- 
posits as a means of preventing infla- 
tion, and to remove any official of the 
Federal Reserve banks; directs the Sec- 
retary of the Treasury, Comptroller of 
the Currency and FDIC to codperate 
with the Board of Governors in carry- 
ing out bill’s instructions. 


Regional Industrial Bank Bill 


Bill introduced by Senator Pepper 
(Florida) S. 1203. 

Provides for the establishment by the 
Federal Government of a system of re- 
gional industrial banks to furnish addi- 
tional credit and capital facilities for 
business purposes; five such banks dis- 
tributed over the country at the start, 
authority to increase to twelve; to be 
governed by a board of governors, one 
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for each region, to be appointed by 
President, confirmed by Senate; each 
bank to begin business with capital 
stock of $100,000,000 to be subscribed 
by the Secretary of the Treasury; upon 
recommendation of Board and concur- 
rence of President, capital stock to be 
increased to as much as $1,000,000,000; 
stock also subject to acquisition by 
public; each regional bank to be gov- 
erned by seven directors, four appointed 
by President, three elected by those do- 
ing business with or through such 
banks, having interest as investor or 
being holder of securities of such bank; 
banks have authority to establish sub- 
regional banks or field agencies; each 
bank shall have authority to make loans 
upon such terms and conditions, with 
or without collateral, as directors shall 
determine, authority to buy preferred 
or common stock or bonds of any busi- 
ness enterprise, public agency or gov- 
ernmental body, to accept for rediscount 
paper from national or state banks, to 
dispose of any assets it may acquire, 
to issue debentures which will be law- 
ful for any national bank to acquire, 
and these to be insured by the Secre- 
tary of the Treasury; such banks shall 
not have authority to accept deposits 
of money other than in some respect 
incident to a particular transaction 
handled in due course of regular 
business. 


Reorganized Banks Tax Exemption 
Bill 


introduced by Representative 
Woodruff (Michigan) H. R. 942. 
Provides for tax exemption of the 
income, capital gains, etc., of banks re- 
organized since 1930, used to pay de- 
posit and other liabilities as required 
under the plan of reorganization. 


Reserve Requirements 


Bill introduced by Representative 
Voorhis (California) H. R. 115. 

Provides primarily for creation of a 
Public Works Finance Corporation to 
make loans for self-liquidating projects 
to public bodies, and to states and sub- 
divisions for essential public works. It 
also contains, however, a provision re- 
moving the limitation on the extent to 
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which reserve requirements of member 
banks may be increased by the Federal 
Reserve Board. 


Stabilization of Price Level 


Bill reintroduced by Senator Logan 
(Kentucky) S. 31. 

Provides for Federal Reserve Board 
duty to regulate and control money and 
credit, to restore and maintain the 1926 
commodity price level, to subject tenure 
of office of Board members to Congres- 
sional control. 


Trust Indenture Bill 


Bill introduced by Senator Barkley 
(Kentucky) S. 477. 

Similar to measure introduced in pre- 
vious Congress, this bill provides for 
the regulation of the sale of certain se- 
curities in interstate and foreign com- 
merce and through the mails, and the 
regulation of the trust indentures under 
which the same are issued, and for other 
purposes. More active duties than in 
the past would be imposed on trustees 
under such indentures, which would be 
required to meet certain standards, and 
the trustees certain eligibility require- 
ments relating to conflicts of interest 
in order to qualify. 


Unclaimed Deposits Disposition 


Bill reintroduced by Senator Wheeler 
(Montana) S. 757. 

Provides for payment into the U. S. 
Treasury of deposits and accumulated 
interest on inactive and unclaimed (for 
ten years or more) accounts; for public 
notice through advertisement (bank to 
be reimbursed for this). Deposits would 
be repaid to bank upon application, 
with evidence of valid claim of de- 
positor, his heirs, assigns or representa- 
tives. 


U. S. Securities as Part 
Required Reserves 


Bill reintroduced by Representative 
Culkin (New York) H. R. 249. 

Would authorize member banks to 
deposit with the Federal Reserve banks 
United States securities up to 75 per 
cent. of the amount of their reserve re- 
quirements. 
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ON THE WEST COAST 


By JoHN FaRNHAM 


LTHOUGH the biggest banking 
story of the past few years 
involves the biggest of West- 

ern banks, the Bank of America, 
N. T. & S. A., the West knows little of 
what is likely to come out of the Secu- 
rities and Exchange Commission inquisi- 
tion. In December the air here was 
filled with rumors, but now these have 
died down. Originally most of the 
best informed Western bankers doubted 
that much would come out of the SEC 
charges. Now they aren’t sure and 
aren’t committing themselves one way 
or the other. It is suggested, however, 
that the SEC is out on a limb and is 
trying to scramble back. This feeling 
stems from the fact that, from this dis: 
tance, it looks as if the SEC case had 
been very badly prepared and that its 
examiners didn’t know what they wanted 
nor why they wanted it. All things 
considered, Western bankers are a little 
contemptuous of the Washington bureau- 
crats and are more interested in purely 
local issues this winter. 

Thus in all three Far West states 
the legislatures are now in session and 
there is more or less banking legisla- 
tion before all of them. The question 
of removing the double liability feature 
from state bank stockholders is being 
thrashed out in both Oregon and Wash- 
ington and may be decided one way or 
the other by the time this is printed. 
In California, a measure has been in- 
troduced to authorize a system of sav- 
ings bank life insurance similar to that 
in operation in New York and Massa- 
chusetts. It is described as an “admin- 
istration proposal,” and probably has 
a better than even chance of passage. 
Also, an enabling act has been intro- 
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duced to make it possible for banks to 
close on Saturdays. This would not 
make Saturday closings and a five day 
week mandatory. It merely makes it 
possible for banks to adopt five-day 
schedules, if they see fit. Should the 
measure pass, it is thought that the 
Southern California banks would try 
out Saturday closings this coming 
summer. 

Other than the legislature, the Calli- 
fornia banking interest in the new 
state administration is primarily cen- 
tered on E. W. Wilson, the newly ap- 
pointed State Bank Commissioner. Mr. 
Wilson has been keeping quiet and 
sawing wood since he took office the 
first of the year, but it seems likely 
that, sooner or later, he will institute 
changes in California bank supervision. 
This follows because he is _ better 
equipped to understand banking than 
any man who has held the office in a 
good many years. Beginning in a bank 
in Salt Lake City, 35 or 40 years ago, 
Mr. Wilson has held top executive posi- 
tions with several San Francisco banks, 
including the Anglo California Na- 
tional, has served as managing officer 
of the Philippine National Bank, and 
in more recent years has been identified 
with building and loan companies and 
other forms of consumer financing. 
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Thus, from his background of experi- these indications of bank prosperity, it 


ence, he ought to be able to contribute 


brilliantly to the strengthening of the | 


California State system. 


On the non-political front, the drive 
for loans among California banks is 
more concerted than ever. Led by the 
Bank of America, California banks have 
probably driven for loans with more 
force than the banks of any other state 
during the past few years. And the 
number of banks actively seeking con- 
sumer credits has steadily increased. 
The latest drive to be shifted into gear 
is that of the Anglo California National 
Bank of San Francisco. The bank is 
using a good deal of space in local 
newspapers, wherever it operates 
branches, in an effort to bring the in- 
dividual borrower to the Anglo. This 
is something of a departure for the 
bank. In the past it has mainly sought 
commercial borrowings, rather than 
consumer paper, except in the auto- 
mobile field where it has taken in paper 
through the dealers, usually with re- 
course. 

Incidentally, in connection with home 
loans, it will soon be possible to acquire 
a complete building library from the 
literature being distributed by Cali- 
fornia banks in behalf of the prospec- 
tive home owner and borrower. The 
Bank of America has for distribution 
an excellent collection of floor plans 
and architect’s sketches in portfolio 
form and recently the American Trust 
issued an elaborate booklet “Things to 
Know About Buying or Building a 
Home.” Complete with detail illustra- 
tions showing how joints should fit and 
fireplaces and chimneys should be con- 
structed it is almost a text book on the 
subject. 

/ The West Coast drive for consumer 
loans has had the effect of raising bank 
profits here to probably a higher aver- 
age than for any other section of the 
country. Most banks taking consumer 
paper reported at the first of the year 
that half or more of their deposits were 
invested in loans and discounts. As a 
result dividends are being earned by 
wide margins and surplus accounts are 
being expanded rapidly. Considering 
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is not surprising that a good many 
plans are reported for the establishment 
of new banks. In this connection Reno, 


| Nevada, which has had but one bank, 


the First National, since the collapse 
of the Wingfield chain in 1932, recently 
welcomed a new bank, the Security Na- 


\tional, which starts with a capital of 


$50,000. 

Indeed all things considered West 
Coast banking opinion is pretty cheer- 
ful this winter. Despite a few sore 
spots there is generally increased con- 
fidence on the business front and espe- 
cially in the airplane and clothing 
industries of Southern California con- 
siderable expansion is ahead. Also, 
moving pictures and the food industries, 
particularly canning, seem headed for 
better days. Together these factors will 
tend to increase, at least to some ex- 
tent, commercial bank borrowings and 
at the same time should tend to clean 
up unsatisfactory past loans. 


©. 


“It is as impossible for our economic 
machine to run indefinitely on money 
borrowed by our Federal Government 
as for an automobile to run on its self- 
starter. Just as the electricity used by 
the self-starter is replenished only when 
the motor has attained sufficient speed 
to charge the battery, so the money bor- 
rowed by the Government can be re- 
paid only if business becomes sufficiently 
active and profitable to pay the neces- 
sary taxes. The present improvement 
in business will not continue unless 
throughout the country men are con- 
vinced that they are taking no undue 
risk in making business commitments 
and that they have a reasonable expecta- 
tion of profit. To the business man or 
investor, large or small, there is nothing 
so disconcerting as the possibility of 
having the laws and regulations under 
which he is operating so changed that, 
through no fault of his or error of judg- 
ment, his transactions prove unprofit- 
able.”—J. Stewart Baker, chairman of 
the board of directors, Bank of the Man- 
hattan Company, New York. 
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BANK BOND 


HE report of the Committee on 
Bond Portfolios of the New York 
State Bankers Association, sub- 
mitted by its Chairman, Adrian A. 
Massie, vice-president of the New 
York Trust Company, presented a val- 
uable outline of the fundamentals gov- 
erning this phase of bank management. 

An investment program, according to 
Mr. Massie’s survey, is composed of 
three main problems. 

1—How to improve and strengthen 
the quality of the investments held by 
the bank. 

2—How to obtain a satisfactory in- 
come commensurate with safety of prin- 
cipal. 

3—How to increase the capital funds 
of the bank. 

Regarding the first point, attention 
was called to the fact that “To improve 
and strengthen the quality of the in- 
vestments held by the bank, it is neces- 
sary to: 

a) Determine what is a satisfactory 
standard of quality of investments. 

b) Prevent any investment from 
coming into the bank which is not up 
to the standards. 


c) Sort out and set apart those in-- 


vestments now in the bank which do not 
come up to the required standards. 

d) Make a special study of each of 
the undesirable investments and set up 
a program of liquidation.” 

Reviewing the second problem, that 
of obtaining a satisfactory income com- 
mensurate with safety of principal, the 
underlying principles were stated as 
being: 

a) To increase receipts or revenues. 


b) To decrease expenses or other 
charges. 
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PORTFOLIOS 


c) To decrease receipts but to de- 
crease expenditures more than the de- 
crease in receipts. 

“Tt appears obvious that the solution 
to this part of the problem does not lie 
in the increase in receipts from the in- 
vestment account, except insofar as it 
might be possible to increase the 
utilization of funds not now used. 

“When I speak of decreasing ex- 
penses and other charges as a method 
of getting a satisfactory return on the 
investment account, I have in mind first 
reducing the cost of money and, second, 
reducing the losses that are incurred 
over a period of years in operating a 
bond account. Interest paid depositors, 
plus operating expense, represent the 
cost of money. If this cost can be kept 
down to reasonable proportions and the 
losses reduced, the funds can be in- 
vested at low rates of return and still 
give a satisfactory income.” 

Examining the third problem, Mr. 
Massie pointed out that increasing the 
capital funds of the bank did not sig- 
nify that such an end was to be at- 
tained through speculative appreciation. 
From the investment point of view, the 
objective was to protect the capital from 
shrinkage. The principles to be fol- 
lowed in meeting the third problem were 
enumerated as 

a) To protect against undue losses 
by purchasing proper bank investment 
securities giving an assured income. 

b) To increase capital by impound- 
ing earnings. 

c) To increase capital by impound- 
ing net recoveries. 

d) To increase capital by the sale of 
new stock. 

The chairman also announced an 
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educational program to further famil- 
iarize bank officers with the investment 
problem. A series of sixteen lectures 
are to be given under the auspices of 
the Association. 


“ 


HIGH-GRADE BOND INVESTMENTS 


A recent Investment Bulletin of the 
Indiana University School of Business 
Administration points out that “a 
bank’s policy with respect to long-term 
high-grade bonds should be determined 
largely by its ability to hold such bonds 
to maturity. There is very little risk 
in purchasing such obligations at pres- 
ent prices if there is reasonable assur- 
ance that there will be no need to sell 
them over the period of years to matur- 
ity. Conversely, it is inviting serious 
losses to invest funds in such securities 
which may be needed for other pur- 
poses before their maturity. The ques- 
tion of investment policy thus requires 
for each individual institution a very 
careful study to determine the amount 
which it can put aside in the form of 
a portfolio of long-term, high-grade 
bonds with complete confidence that 
“We won’t need that money in the 
forseeable future.’ 

“To make an accurate study of future 
cash requirements is no easy task. It 
requires a forecast of the future trend 
of loans of various types, as well as 
changes in other kinds of assets exclu- 
sive of long-term securities. On the 
other side of the balance sheet, there 
must be a careful forecast of the trend 
of deposits. Past experience, of course, 
affords the primary basis for such fore- 
casts, but the extension of past expe- 
rience must be qualified by considera- 
tion of changes .in the situation of 
the individual institution which have 
occurred and are likely to occur. Then, 
over against the maximum possible need 
for funds must be set an estimate of 
funds available from sources other than 
the long-term securities _ portfolio. 
Sources of funds may include an excess 
of primary reserves over normal re- 
quirements, the secondary reserve, addi- 
tions to cash resulting from contraction 
of loans, liquidation of other assets, and 
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expansion of primary deposits. All of 
this might be stated more simply by 
saying that the problem is to forecast 
the development of the bank’s statement 
over a period of years. 

“Obviously no such estimate of the 
future can be made with satisfactory 
accuracy; it is rather a matter of esti- 
mating the probabilities. And, of 
course, the conclusion should be drawn 
from that combination of probabilities 
indicating the maximum need for cash. 
Whatever error there may be should be 
on the side of conservatism. 

“With this estimate it is now possible 
to divide the funds invested, or avail- 
able for investment, into two categories. 
One category consists of funds which 
may have to be withdrawn from the 
securities portfolio for other purposes; 
the other represents funds which may 
be regarded as permanently available 
for investment. Funds in the first cate- 
gory should be invested only in short- 
term high-grade obligations because 
only securities of this type have suffi- 
cient price stability to minimize the risk 
of loss on necessitous sales. Funds in 
the second category may then be in- 
vested in long-term securities with rea- 
sonable assurance that the indicated 
yield to maturity will actually be 
realized and that there is no cause for 
concern over fluctuation of market 
prices. Maturities should of course be 
spaced regularly in both divisions of 
this account.” 


_ 


TAX EXEMPT SECURITIES 


States and municipalities have been 
vigorously voicing their protests against 
proposals to end tax exemption priv- 
ileges of their securities. 

The Senate Subcommittee conducting 
the hearings was informed that elim- 
ination of tax free features from state 
and municipal bonds would impose 
added financial burdens upon local gov- 
ernments by raising interest costs. It 
was also pointed out that the under- 
taking of municipal improvements, 
bridges for example, would be seriously 


hindered. 


Joseph K. Costello, general manager 
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of the Delaware River Bridge, stated 
that “The managers of publicly owned 
bridges feel that federal taxation of 
bridge bonds is the first step toward 


federal taxation . of commission and. 


authority incomes. It would be almost 
impossible to operate any of these 
bridges at present toll rates if the Fed- 
eral Government takes income from 
operations. In every case the margin 
above operating expenses and bond 
service charges is very small. Federal 
taxation would wipe out this margin.” 


— 


STABILIZATION FUND 


Some light has finally been thrown 
upon the condition of the Treasury’s 
$2,000,000,000 Stabilization Fund. In 
reply to an inquiry from Senator Henry 
Cabot Lodge, Jr., of Massachusetts, 
Secretary of the Treasury Morgenthau 
revealed that the fund’s operations in 
foreign exchange have netted a $12,- 
000,000 profit since 1934. It was indi- 
cated that the resources of the fund 
were either in cash, gold or U. S. Gov- 
ernment securities. 

The secretary reaffirmed his belief 
that the assets of the stabilization 
account should eventually be utilized 
for the purchase of the federal debt. 

Whenever international conditions 
become settled enough to obviate the 
necessity of an exchange equalization 
account, we hope the fund can be put 
to this use. Nevertheless, even the 
large retirement made possible through 
the use of the fund’s assets would be 
meaningless in the face of continued 
large budgetary deficits. 


~~ 


PROTECTION FOR THE INVESTOR 


A RECENT decision of the Securities 
and Exchange Commission approved 
the undertaking of an extensive refinanc- 
ing program by the North American 
Company, one of the largest utility 
enterprises of the nation. This opinion 
authorized the issuance of $70,000,000 
debentures and almost $35,000,000 of 
preferred stock. The proceeds of the 
sale were for the purpose of redeeming 
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the securities of the subsidiary North 
American Edison Company outstanding 
in the hands of the public, thus facilitat- 
ing the integration of the Edison prop- 
erties with those of the parent concern. 


’ In a sharply dissenting opinion, Com- 
missioner Jerome N. Frank voiced his 
objections to that portion of the de- 
cision permitting the sale of the pre- 
ferred shares. While conceding that the 
competent management and _ strong 
financial position of the North Ameri- 
can Company augured well for the pur- 
chasers of these preferred shares, the 
commissioner expressed the belief that 
further safeguards should have been re- 
quired for their protection, to minimize 
the possibility of depreciation in the 
event of a future drep in earnings or 
drastic losses. He pointed out that the 
hypothetical possibility of such a change 
in corporate financial affairs could not 
be ignored. As an example, he cited 
the fact that many railroad companies 
which were abundantly prosperous three 
or four decades ago, are no longer in 
that enviable position. He therefore 
suggested that the risks inherent in the 
enterprise be allocated fairly, so that 
the burden of future reverses might be 
borne more fully by the common share- 
owners rather than by the preferred 
stockholders who logically expect, be- 
cause of their prior position, to suffer 
considerably less from business risks. 

After enumerating specific objections, 
Commissioner Frank discussed the secur- 
ity owner’s position generally, pointing 
out that “ .. . it is becoming increas- 
ingly evident that protection of inves- 
tors is essential to the preservation of 
American democracy. Ours is a profit 
system, a system cherished by the great 
majority of Americans. If this system 
cannot be made to work well, then that 
majority, including as a major factor 
the numerous middle class who are in- 
vestors, may, as in other lands, turn to 
extremists, of the ‘right’ or ‘left,’ who 
will fatuously promise (and with no 
chance of fulfillment) a better life 
under some form of dictatorship. .. . 

“Not to heed the feelings of a multi- 
tude of outraged investors may be to 
invite violent political upheaval, ulti- 
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mately terminating perhaps in civil 
war and dictatorship. The Commis- 
sion was created to help avert, in part, 
such disasters—by protecting investors. 
Under the Securities Act, the protection 
takes the limited form of compelling 
honest disclosures to investors of the 
true facts relating to securities however 
much they may lack features protective 
of investors. In the Utility Holding 
Company Act, Congress went further: 
it instructed this Commission to prevent 
such holding companies from issuing 
securities— and especially preferred 
stocks—unless they were surrounded 
with provisions which would prevent 
conduct unfair and detrimental to in- 
vestors. It is that duty we are called 
upon to discharge in this and like cases. 


“The conferring of such powers upon 
this agency is an important experiment, 
a conservative experiment for it repre- 
sents an effort to conserve precious 
American traditions. . . .” 

The above opinion gives full recogni- 
tion to the necessity of protesting the 
welfare of the investor. What makes it 
extremely interesting is that it was de- 
livered by one loosely characterized, in 
some circles prior to his appointment, 
as “radical.” Such a description hardly 
appears compatible with the line of rea- 
soning employed in the North American 
Company dissent. It seems that those 
who most vigorously disapproved of 
Commissioner Frank’s selection may be 
most likely to reap the greatest benefit 
from his appointment. 


NEW SOURCES OF INCOME 


FEW subjects are of closer interest to 

banks than that of finding new 
sources of income in these changed and 
changing times. Discussing this sub- 
ject in his annual report for 1938 the 
Superintendent of Banks of the State of 
New York says: 


Some institutions having funds available 
for the purpose have participated in Fed- 
eral Housing Administration financing, a 
function from which they have realized at- 
tractive earnings without assuming undue 
risk. Increase in net income is_ being 
realized quite generally by charging for 
services previously rendered at a loss as a 
matter of accommodation to customers. A 
few banks have developed profitable plans 
whereby they participate in financing the 
sale of automobiles and electrical appliances. 
The subject of term loans is one of increas- 
ing interest to institutions both large and 
small. Various studies are being made 
from which it is expected that standards 
will be developed as an aid to bank man- 
agement in extending this type of credit 
on a sound and profitable basis. 

Personal loan departments continue to 
receive consideration of management seek- 
ing new sources of income. Thirteen addi- 
tional institutions were granted authoriza- 
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tions during 1938 to operate such depart- 
ments, while four surrendered authoriza- 
tions previously issued, leaving the total 
outstanding sixty-nine, or nearly one- 
fourth of all commercial banks and trust 
companies. Reports received. from fifty- 
six institutions for the year ended De- 
cember 31, 1937, showed that personal loans 
granted during that year amounted to $23,- 
815,000, with funds employed averaging 
$8,961,000. Total loans outstanding at the 
end of the year were $12,712,000. Gross 
income and net income before reserves and 
charge-offs were 9.5 per cent. and 4.3 per 
cent. of average funds employed. The 
latter was reduced to 3.2 per cent. after 
allowance for charge-offs and_ reserves 
established for possible losses. As _ these 
departments have been operating for a 
limited period and are still in the develop- 
ment stage, the results should not be con- 
sidered as demonstrating normal earning 
power. 

By extending their activities into fresh 
fields many banks are, in part at least, 
being compensated for losses in other 
directions. Perhaps they may extend 
their operations still further without 
violating those sound principles of 
banking which must always be kept in 
view. 


THE BANKERS MAGAZINE for March, 1939 





FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY 


Edited by EtmMeR H. YOUNGMAN 


OME light appears at last to be 


breaking through the long-con- 

tinued darkness of European po- 
litical relations. The Spanish civil 
conflict is apparently coming to an end, 
with victory going to the revolutionary 
forces. And while the relations be- 
tween France and Italy remain tense, 
the plain announcement of Prime Min- 
ister Chamberlain of Great Britain that 
his country would come to the aid of 
France in case its vital interests should 
be attacked has had a sobering effect 
on both Italy and Germany. Most 
hopeful of all is the recent announce- 
ment of Mr. Chamberlain that he is 
working to bring about the assembling 
of an international peace conference at 
an early date. 


—_ 


BRITISH INDUSTRIAL PROFITS 


Last year showed a declining rate of 
profits of British industrial concerns, 
according to a survey made by The 
Economist. Thus in 1934 out of 1975 
companies reporting, an increase of 16.7 
per cent. was shown over the preceding 


year; and in 1935 the gain of 2116 con- 


cerns was 15.9 per cent.; 2186 com- 
panies gained in 1936 12.6 per cent.; 
and in 1937 the 2279 reporting com- 
panies made a gain of 17.1 per cent.; 
but for 1938 the 2389 companies gained 
only 6.4 per cent. over 1937. 


—_ 


BRITISH OVERSEAS TRADE 


REVIEWING the course of the foreign 
trade in recent years, The Economist 
says that recession at home and abroad 
inevitably curtailed the value of im- 
ports and exports in 1938, but, owing 
to the lull in the downward movement 
of business activity in the summer, the 
decline was much less marked than in 
1930. Thus, between 1929 and 1930 
the value of total imports and domestic 
exports declined by 14.4 per cent. and 
21.7 per cent. respectively; between 
1937 and 1938 imports fell by only 
10.4 per cent. and exports by 9.6 per 
cent. But whereas in 1930 the decline 
in exports was proportionately much 
more marked than the fall in imports, 
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and more of experience and familiarity with local business conditions have placed our organization in an 
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description in a country which, like the Philippines, is developing rapidly and offers considerable opper- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. Inquiries and correspondence invited. 


the position was reversed last year, and 
exports declined less in proportion than 
imports. As a consequence of this, the 
import surplus, which rose by £5.5 mil- 
lions between 1929 and 1930, actually 
fell by £43.4 millions between 1937 and 
1938. By coincidence, the import sur- 
plus last year, £387.9 millions, was al- 
most exactly the same as in 1930, though 
the combined value of imports and ex- 
ports in 1938, at £1391 millions, was 
£224 millions smaller than nine years 
ago. 


_ 


THE GENERAL OUTLOOK 


Discussinc this subject, Lloyds Bank 
Limited Monthly Review, reminded its 
readers that it is barely two years since 
the recession began, and that this is a 
very short period for either an upward 
or downward movement of the trade 
cycle. It further points out that some 
authorities incline to the view that the 
past eight months only witnessed a 
check in the recession, and that recent 
weaker tendencies indicate a further de- 
cline. “Rearmament,” it is said, “cuts 
both ways in any attempt to look ahead. 
It provides a new, though unremunera- 
tive, outlet for the national savings, and 
it must not be forgotten that savings 
are absorbed by taxation as well as bor- 
rowing. On the other hand, it fosters 
some industries at the expense of others, 
and leads to an unbalanced develop- 
ment.” 
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NEW CAPITAL ISSUES IN THE 
UNITED KINGDOM 


FRoM statistics compiled by the Mid- 
land Bank Limited, it appears that for 
the year to January 31, such issues ag- 
gregated £124,491,000 in 1939, com- 
pared with £150,757,000 for the year 
ending with January 31, 1938. For the 
month of January 31, 1938, the total 
was £7,464,872, compared with £13,- 
858,372. For the last month in 1938 
the total was £9,595,909. Loans to 
foreign countries reached a total £4,- 
067,000 for the year 1938, but no loans 
of this character were made for the 
month of January, 1939. 


_ 


REVALUATION OF THE GOLD 
STOCK 


Unper the provisions of a bill intro- 
duced in Parliament, the gold stock of 
the Bank of England is to be revalued, 
resulting in a profit of £95,000,000. 


_ 


HOUSING CONSTRUCTION IN 
ENGLAND AND WALES 


FicurEs compiled by The Economist 
show that in 1938 there were 248,913 
houses built in England and Wales by 
private enterprise and without state 
assistance and 87,452 with such assist- 
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’ ance. Projected for 1939 were 230,000 
houses to be built by private enterprise 
alone, and 105,000 assisted. 


_ 


GERMANY 


By the dismissal of Dr. Hjalmar Schacht 
from the presidency of the Reichsbank, 
it is evident that Germany is determined 
to go much further in its policy of ex- 
pansion than he was willing to sanc- 
tion. The country is bending its efforts 
toward additions to its expenditures for 
heavy industries, particularly of those 
related directly or indirectly to an in- 
crease of armaments. 


—_ 


POLAND 


PoLAND reports that its total foreign 
trade for 1938 was of the value of 
2,457,000,000 zlotys, compared with 
2,450,000,000 zlotys for 1937. The im- 
ports were higher in 1938 by 3 per 
cent., while exports declined by 2 per 
cent. Considering the general decline 
in world trade, the record made by 
Poland is considered as quite favorable. 


— 


SWEDEN 


SWEDEN, according to the Quarterly Re- 
view of Skandinaviska Banken, con- 
tinues in an optimistic mood, which is 
fully warranted by general conditions 
—i.e., building activity, foreign trade, 
employment and other indexes of ac- 
tivity. In the January issue of the 
Review there was an interesting article 
by Dr. Einar Huss on “The Level of 
Interest in the Swedish Capital Mar- 
ket.” It is stated by the author that 
such interest rates are not only the low- 
est in the country’s history, but that on 
long-term capital they are lower than 
in the rest of the world, with few ex- 
ceptions. 


nl 


DENMARK 


DENMARK has accepted a tender from 
Den Danske Landmandsbank for taking 
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over 314 per cent. Government bonds 
to the amount of Kr. 13,500,000 in con- 
version of the balance outstanding as 
of June 15, 1939, of the 5 per cent. 
Government loan of 1928, originally of 
Kr. 30,000,000. The new loan, which 
will not be offered for public subscrip- 
tion, was taken over at 9914 per cent. 
It will be fully redeemed in June, 1945. 
By the conversion Denmark will save 
about Kr. 200,000 in interest. 


—_ 


ITALY 


ITALY estimates its expenditures for the 
fiscal year 1939-40 will exceed esti- 
mated receipt by some 4,700,000,000 
lire. Total outlay on defense services 
are to be 8274.6 million lire, or an in- 
crease of 2475.7 million over the cur- 
rent fiscal year. 


INTERNATIONAL BANKING NOTES 


WESTMINSTER Bank  LimiTED.—Net 
profits for the past year, after provid- 
ing for rebate, income tax and national 
defence contribution, and appropria- 
tions to the credit of contingency ac- 
counts, out of which accounts full 
provision for bad and doubtful debts 
has been made, amounted to £1,557,162. 
This sum, added to £496,018 brought 
forward from 1937 leaves available the 
sum of £2,053,180. 

The dividend of 9 per cent. paid in 
August last on the £4 shares and 614 
per cent. on the £1 shares, absorbs 
£563,298. A further dividend of 9 per 
cent. was declared in respect of the £4 
shares, making 18 per cent. for the year; 
and a further dividend of 614 per cent. 
on the £1 shares, making the maximum 
of 121% per cent. for the year. 

The sum of £100,000 has been trans- 
ferred to bank premises account and 
£300,000 to officers pension fund, leav- 
ing £526,585 to be carried forward. 


Wituiams Deacon’s Bank LimItTeD.— 
G. P. Dewhurst, chairman of the bank, 
speaking at the annual meeting of share- 
holders on January 26, 1939, said that 
after making the usual provisions, the 
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net profit for the year was £301,418, a 
decrease of £9503 as compared with the 
previous year. After transferring £30,- 
000 to premises account and £100,000 
to reserve fund, dividends were declared 
at the rate of 12% per cent. on both 
the “A” and the “B” shares, leaving a 
carry forward of £85,635 as against 
£148,592 brought in. 


NaTIONAL BANK OF Ecypt.—Retire- 
ment from the London office of the bank 
of J. T. Beaty-Pownall as manager, is 
announced, and he has been succeeded 
by George Frank Padbury, who has 
been assistant manager for some years. 
Mr. Beaty-Pownall entered the bank at 
the age of twenty-seven, and seven 
years later became London manager. 
Under his thirty year term as manager 
the bank greatly increased the volume 
of its business. 


ENGLISH, SCOTTISH AND AUSTRALIAN 
Banx.—After a banking career extend- 
ing over forty-eight and one-half years, 
A. A. Shipston has retired as London 
manager and secretary of this bank. He 
entered the service of the London Char- 
tered Bank of Australia in 1890. This 
bank, which later became the London 
Bank of Australia, was amalgamated 
with the English, Scottish and Austral- 
ian Bank in 1921, at which time Mr. 
Shipston became sub-manager, and in 
October, 1923 he was made assistant 
manager and promoted to manager and 
secretary in January, 1933. 


British Overseas Banx.—A. C. D. 
Gairdner has retired as chairman, and 
has been succeeded by John Armstrong 
Drexel, formerly senior partner of Bon- 


bright & Co. 


Martins Banx.—J. M. Furniss, general 
manager, was elected a director of this 
bank recently. He became general 
manager in 1933, since which time the 
assets of the bank have risen from 


£90,364,000 to £116,608,000. 


Miptanp Bank Limitep.—The bank 
announces the retirement of W. G. 
Bradshaw, C.B.E., from the office of 
Deputy Chairman of the Board, a post 
which he has held for forty-eight years. 
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Mr. Bradshaw will remain on the board 
of the bank, however. L. H. Walters 
succeeds Mr. Bradshaw as deputy chair- 


man. 
© 


SOME VIEWS OF LEADING 
BRITISH BANKERS 


SPEAKING on “The Outlook,” at the re- 


cent meeting of shareholders of Mid- 
land Bank Limited, Rt. Hon. Reginald 
McKenna, the chairman, said that the 
Anglo-American agreement and the ar- 
rangement in connection with it mark 
a big step forward in the direction of 
a larger volume of free exchange of 
goods over the greater part of the 
world. 

And Hon. Rupert E. Beckell, chair- 
man of Westminster Bank Limited, ad- 
dressing the meeting of shareholders on 
January 25, had this to say on the same 
topic: 

A bright feature of last year’s events 
was the conclusion of the trade agreement 
between the United Kingdom and the United 
States—an event, indeed, whose importance 
it would be difficult to exaggerate. These 
two countries together are responsible for 
more than a quarter of the world’s imports 
and exports, and any arrangement calcu- 
lated to promote the freer exchange of 
goods between them must necessarily have 
a profound influence favorable to the de- 
velopment of world trade as a whole. 

But this is not the only aspect of the 
agreement, and indeed it may prove in the 
long run to be not the most important. In 
the existing unsettled state of the world, 
the moral and political implications of the 
treaty cannot be ignored. Agreement was 
not reached without long and arduous ne- 
gotiation, in the course of which mutual 
concessions were made, not only by the 
United States and ourselves but also by the 
other countries of the Empire. The agree- 
ment is a triumph of compromise. It shows 
that two nations, one with a long record 
of tariff protection and the other charged 
with the safeguarding of the trade of a 
great Empire, are nevertheless willing to 
make substantial concessions of particular 
interests, in order that the currents of trade 
may be made freer. - And although the 
treaty itself is concerned solely with mat- 
ters of trade, its successful conclusion in- 
evitably draws the two nations together in 
a closer sympathy. It is this spirit of ac- 
commodation—of “give and take”—which is 
so essential in international, as in other, 
relationships. Without it, no agreement can 
have any permanence. 
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for the Banker 
who wants Information 


on CANADA... 


the Bank of Montreal possesses— through its nation- 


wide system of branches — unexcelled sources for 


obtaining data on all phases of Canadian business life. 


Enquiries are invited, and may be addressed 
to the Business Development Department, 
at the Head Office of the Bank in Mon- 
treal, or to any of the United States offices. 


BANK OF MONTREAL 


Established 1817 


NEW YORK: 64 Wall St. — 


CHICAGO: 27 South La Salle St 


SAN FRANCISCO: Bank of Montreal (San Francisco) 333 California St. 


Current conditions in Canada 


HE Monthly Letter of the Bank of 

Montreal for February 23 com- 

ments as follows on Canadian busi- 
ness conditions: 

“With winter already run half its 
course, business in Canada remains on 
a relatively stable basis. Heavy snow- 
falls have hampered trade in the rural 
areas of the Prairie Provinces and East- 
ern Canada, but on the whole both 
wholesale and retail trade have been 
maintained at a fairly satisfactory level 
since the New Year began. A prelim- 
inary index of the sales of department 
stores shows the January figure at 3 
per cent. below that of January, 1938. 

“In the manufacturing field condi- 
tions are variable. The automobile 
plants and allied industries have been 
less busy, but a number of firms are 
occupied with armament orders and the 
demand for machinery is steady. Cotton 
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mills are operating at a lower level 
than a year ago; the silk, rayon and 
knitted goods firms are maintaining a 
satisfactory level of operations. Furni- 
ture plants are fairly busy. The out- 
put of the newsprint mills for January 
was 208,382 tons as compared with 
222,500 tons in January, 1938; exports 
of woodpulp rose sharply as compared 
with those for January, 1938 . . . The 
‘heavy’ industries are not working at 
nearly their capacity, and the construc- 
tion industry is still inactive. . 

“In January exports showed a sub- 
stantial gain over the December figures, 
this being due largely to the export of 
about ten million dollars in gold bul- 
lion, of which none was exported in 
December. Total exports were valued 
at $81,773,000, as compared with $70,- 
452,000 in December, and $72,234,000 
in January, 1938. Imports were valued 
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at $43,753,000, as compared with $44,- 
285,000 in December, and $49,719,000 
in January, 1938. As January was the 
first month with the new trade agree- 
ment with the United States in effect, it 
is interesting to note that imports from 
that country amounted to $28,790,000, 
as compared with $32,329,000 in Janu- 
ary last year. Exports to the United 
States amounted to $36,276,000, as com- 
pared with $20,732,000, an increase of 
$15,544,000, of which gold shipments 
accounted for $10,258,000, leaving an 
increase in ordinary merchandise ex- 


ports of $5,286,000... .” 


In its February issue, Canadian Busi- 
ness, official magazine of the Canadian 
Chamber of Commerce, reports: 

“Business in Canada has fallen away 
from the sharp peak of November. Un- 
seasonable weather in December hurt 
certain lines; operations in industrial 
plants seemed to slacken at a greater- 
than-seasonal rate; there was a notice- 
able postponement of buying by busi- 
ness due to vague fears of the foreign 
situation. During January, similar 
tendencies were noticeable. 

“While this lessened activity in busi- 
ness is disturbing, none of the orthodox 
barometers have given warning of any 
serious setback. There are, of course, 
certain. fundamental forces which are 
blocking rapid recovery. But these 
have been with us for a long time and 
there is no reason for believing that they 
will immediately become viciously de- 
flationary. .. . 

“The Canadian banking position is 
more than adequate to meet demands 
made upon it. The last monthly state- 
ment of the banks revealed that deposits 
were at an all time high. These deposits, 
of course, have been invested largely in 
government bonds. As a result, total 
securities held were also at a new peak. 
But loans are still distressingly small. 
For example, for every dollar in Canad- 
ian deposits the banks have only about 
forty cents out on loan in this country. 
In 1926, which is generally regarded as 
a normal year, for every dollar in de- 
posits there was a 60 cent loan. The 
difference between the employment of 
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deposits in 1926 and 1938 lies in the 
holdings of securities—chiefly Dominion 
and Provincial obligations. . . . 
“Canada’s exports are still below 
those of a year ago. The failure of 
such exports to expand reflects the soft- 
ness in commodity prices and the con- 
tinued contraction in world commerce. 


“Happily, Canada is in a compara- 
tively favorable position. Apart from 
wheat, in which we must face serious 
competition, this country should be able 
to maintain its principal markets in the 
United Kingdom. In addition, if re- 
covery is to be resumed in the United 
States, we should be one of the first 
countries to benefit. As these two coun: 
tries take over 80 per cent. of om 
total exports, we have a certain ad- 
vantage—especially as the Empire, 
apart from the United Kingdom, takes 
another 10 per cent. Nevertheless, 
until there is a more vigorous impetus 
given to domestic business by our ex- 
port industries, it is not logical to be 
too sanguine regarding a powerful and 
sustained revival.” 


SomE decline of industrial activity is 
noted in the February Commercial 
Letter of the Canadian Bank of Com- 
merce attributed mainly to seasonal 
factors. This issue of the publication 
contains a review of Canada’s economic 
record for 1938. Looking at the statis- 
tical summary for some recent years, 
it is seen that the country’s ‘foreign 
trade declined from $1,298,992,692 in 
1929 to $452,614,257. By 1936 it was 
back to $635,190,844, and in 1937 it 
rose to $808,896,325. While there was 
a decline to $677,451,354 in 1938, the 
figures for that year are far above those 
of 1936 and but little below those of 
the preceding year. Since 1936 this 
has been well maintained, but construc- 
tion contracts, which rose from a value 
of $162,588,000 in 1936 to $224,056.- 
700 in 1937, declined to $187,277,900 
last year. Contrasted with 1937, when 
there was an outflow of capital, more 
than $36,000,000 came into the country 
in 1938. In its production of metals 
quite remarkable gains are shown, viz.: 
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1929 
1,928,308 
248,120,760 


1938 

4,679,685 

585,521,538 

197,267,087 374,615,462 

110,275,912 209,305,951 

The figures represent fine ounces for 

gold, and pounds for other metals. Dur- 

ing this period silver production slightly 
declined. 


THE report of public accounts, issued 
by the Department of Finance, for the 


WHAT’S AHEAD 


Henry H. Hermann, Executive Man- 
ager of the National Association of 
Credit Men, in his monthly review, dis- 
cusses the business situation and pros- 
pects. ... 


HE softening of business conditions 

in January was not unexpected. And 

it is perhaps only the first of a 
series of relatively short cyclical move- 
ments that can be expected during this 
year. Aside from the contributing fac- 
tor of adverse world conditions it was 
natural to experience some hesitancy 
after the holiday activity. The leveling 
process may well continue but it is 
reasonably certain to be followed by a 
late spring upturn. 

In the resumption of the recovery 
movement the building industry will 
contribute very materially to business 
betterment. Residential building ap- 
pears to be headed for one of its best 
years in a decade. Railroad buying, 
because of improving income, will be 
better during the year. 

The automobile industry should reg- 
ister a 25 per cent. increase in sales 
volume over last year. Farm income 
can be expected to increase slightly al- 
though crops this year may not equal 
1938. The inventory situation is favor- 


fiscal year ended March 31, 1938, 
showed that the total expenditures of 
the Dominion Government during the 
fiscal year 1937-8 were $534,408,117.82. 
As total revenues including special re- 
ceipts and various miscellaneous credits 
aggregated $516,692,749.46, the over- 
all deficit, or increase in the net debt, 
was $17,715,368.36. Total net debt of 
the Dominion at the close of the fiscal 
year was $3,101,667,570.25. 


FOR BUSINESS ? 


able. And credit will be abundantly 


available for all legitimate needs. 
Durable Goods Field Better 


The impasse between government 
and the utilities draws slowly closer to 
a solution. This industry will be ready 
for a broad expansion program when- 
ever the political atmosphere is substan- 
tially clear. There is reason to believe 
the clearing program is under way. 

Continued government spending will 
aid the consumers’ goods lines and re- 
armament, here and abroad, will exert 
its influence on the heavy goods indus- 
try. On the whole, however, it is not 
expected, by most students of the busi- 
ness outlook, that the durable goods 
industries will really move forward in 
pace with the needs of the field. 

To some degree, the improvement is 
anticipated partly because of the impos- 
sibility of further deferment of certain 
needed replacements by industry in 
general. With a sound foundation to 
the whole recovery structure the durable 
goods industry would easily sustain a 
reasonable business prosperity for some 
years. 

But there is no such foundation at 
present and in the opinion of conserva- 
tive business men and investors, will not 
be so long as the cost of government, 
whether national, state or local, con- 
tinues to grow unabated. 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems 


Edited by KeitH F. WarrEN 


90 YEARS AGO 


The Bankers Magazine . . 


War in Europe 


“Experience has shewn, that should 
it even be found impossible to preserve 
peace on the Continent, the evil con- 
sequences upon trade must still be small 
so long as Great Britain and America 
remain merely as lookers-on. On the 
other hand, if order should be restored 
and maintained, our progress may be 
rapid, almost beyond precedent. It is 
true that from every quarter of the Con- 
tinent attempts will be made to raise 
large loans. Austria already wants 8 
millions. France needs a like amount, 
and Denmark, Prussia, and the Italian 
States are all in similar exigencies; but 
the lessons already learned on this point 
have not been forgotten amongst us, 
and it is not improbable that one of the 
best preservatives of peace will be found 
in the impossibility of raising supplies 
in our market.” 


Safety Paper 


“The manufacture of a safety-paper 
is of considerable importance in a finan- 
cial and commercial point of view. A 
means of protecting commercial and 
other documents against forgery has 


248 


March, 1849 


long been sought after. . . . This hon- 
orable warfare would now appear to 
be triumphantly terminated, if we may 
rely upon a work which has just been 
submitted to the Academy of Sciences 
by M. Dumas, in the name of a Com- 
mission. . . . By means of the novel 
processes and safety-paper, which has 
just been approved by the Institute, 
counterfeit would be impossible, so that 
we may be led to hope that the crime 
of forgery will one day disappear from 
the penal code.” 


Government Hoarding 


“Tt cannot be much longer permitted 
that the government at Washington shall 
absorb, lock up, and render inopera- 
tive, such a large fund as is now held 
in the vaults of the Sub-treasury. It 
certainly cannot be, that the wisdom and 
experience of the last fifty years; or 
that the counsels of the ablest men of 
our own country and of Europe, shall 
be lost sight of, and the treasures of 
the people hidden from them, to gratify 
a mere theory and to provide offices for 
a few partisans. . . .. At this. moment 
there are millions locked up in the sub- 
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treasuries at Boston, New York, Phila- 
delphia and Baltimore, which can do 
no good whatever. . . . The government 
funds are at times large, and at times 
are much reduced: but whatever they 


may be, large or small, they should not 
be drawn from their legitimate sphere, 
to the detriment of the community, 
thereby keeping up a fictitious excite- 
ment or stricture in the money market.” 


520 YEARS AGO 


The Bankers Magazine . . 


This Modern Age 


“One of the strongest characteristics 
of the modern age is the minute sub- 
division of employments, every indi- 
vidual depending largely for the satis- 
faction of his wants on the efforts of 
others. Our wants, too, have multiplied. 
and this is regarded as a mark of 
higher civilization. There are those 
who sigh for the good old times when 
man’s wants were few and were easily 
satisfied, and who believe that those 
were happier days than ours... . 

“The tendency in many respects is 
toward greater complication. One of 
the consequences is, it is easier for the 
industrial organism to get into disorder 
than it was when it consisted of fewer 
parts. Derangement now always exists 
somewhere. At times this is widespread, 
at others it is local, and so slight as 
to be unnoticed. At present there are 
many signs of derangement and fric- 
tion. Complaints are heard of small 
profits, of losing money, of bank- 
ruptcies, low rates of interest, declining 
dividends, and in a hundred ways the 
signs of unsatisfying returns to labor 
and capital are manifest. . . . 

“The outlook for better times is cer- 
tainly not promising. It may be a long 
way off. But it cannot be that man- 


kind, thus dependent on each other for’ 
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the satisfying of their wants, and profit- 
ing by specialized effort and exchange, 
will forever continue to suffer as they 
have of late years in production and 
exchange. Sooner or later, men will 
learn that any endeavor to get more 
than their fair share must, from the 
very nature of the existing organism, 
produce derangement from which they, 
in turn, will suffer.” 


Nicaragua Canal 


“Attention is directed to the Nica- 
ragua Canal project, which, all along, 
has had the sanction of able experts. 
. . . The advantages of the Nicaragua 
scheme over the other (the Panama 
Canal) are well understood. It is 
further north, is much more easily 
reached, and can be built at far less 
expense.” 


Taxation 


“Though the principles of taxation 
are here put together in perhaps as sys- 
tematic form as possible, the work 
reveals all the more clearly the incon- 
gruous mass of legislation and judicial 
construction on the subject, and the 
need of a thorough revision. It is a 
misnomer to call the existing laws a 
system, they are for the most part a 
quagmire.” 


25 YEARS AGO 


The Bankers Magazine . . 


Business vs. Government 


“Has the professional agitator and 
politician a monopoly of the field of 
morals? Are the men who direct the 
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commerce and industry of the United 
States—with the obligation of scrupul- 
ous fidelity as an indispensable element 
of success—less trustworthy as moral 
guides than those whose sole business 
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consists in the chicanery and subter- 
fuges of politics? 

“The crusade has passed beyond the 
aim of suppressing wrongful business 
acts—an aim all honest business men 
cordially approve—and has taken on 
the characteristics of a general on- 
- slaught upon large commercial, indus- 
trial and financial undertakings. 

“We have heard ad nauseam from 
the professional reformer, the politi- 
cian, the self-appointed expert; is it not 
time that some heed shall be paid to 
the men who by a wise direction of 
our business, commerce and industry 
have helped in making this country 
powerful and prosperous?” 


Small Loans 


“At last the man of character who 
may temporarily need financial accom- 
modation, not to such an extent as to 
be a matter that a bank would care to 
handle, is to have his wants supplied 
without having recourse to his friends, 
to the pawnbroker or the loan sharks. 


“The Industrial Finance Corporation 
was recently incorporated at Richmond, 
Va., to supply loans in small amounts 
to borrowers, at fair rates and without 
the pledge of collateral. These loans 
will be chiefly made with character as 
the basis, the applicant being of course 
required to establish his trustworthi- 
ness.” 


Postal Savings 


“The invasion of the savings bank 
field by the Federal Government does 
not seem to have worked out very sat- 
isfactorily thus far. The savings that 
have been accumulated have not been 
sufficient to permit of their being 
handled at a margin above the interest 
paid and the expenses incurred. In 
other words, the people of the coun- 
try—a good many of them having no 
deposits in banks of any kind—have 
been taxed for the purpose of having 
the Government try an experiment in 
the conduct of savings banks.” 


THIS TERRIBLE ROOSEVELT! 


Quotinc from an “editorial from an 
American paper,” Lord Stamp (more 
familiar to the United States as Sir 
Josiah Stamp) presented the following 
at a recent lecture at Dublin: 


The menace of. the Roosevelt campaign 
does not lie in the third-term tradition, but 
in the state of mind that could desire four 
years more of Roosevelt in the White House, 
four years more of personal government, 
four years more of presidential lawless- 
ness, four years more of autocratic rule, 
four years more of executive contempt for 
Congress, courts and constitution, four 
years more of centralization, four years 
more of wanton extravagance, four years 
more of denunciation and demagogy—in the 
state of mind that wants the new national 
aims, that wants a federal interference with 
every form of human industry and activity, 
that wants the states stripped of their 
powers, that wants the minority and bureau- 
cracy substituted for the bill of rights. 
. . . The danger does not lie in popular in- 


250 


difference to the fundamental principles of 
liberty upon which the republic was estab- 
lished. 


And then the speaker added this 


pertinent comment: 


No doubt you have been thinking, as I 
did, that this is a pretty caustic description 
of the recent state of mind in the United 
States, but as a matter of fact it was writ- 
ten thirty years ago in the year 1908 by 
Frank Cobb, editor of the New York World, 
a great public commentator in his time. He 
was making these remarks in regard to the 
policy of President, not Franklin, but 
Theodore, Roosevelt, whose term ran from 
1901 to 1909, the period which had more 
resemblance to the present, despite the vast 
changes in industrial and social structure, 
than we perhaps recognize. A review of 
the two trying years, 1907-8, is held by com- 
petent authorities in the States to show a 
direct parallel to their present condition. 


Showing that, despite some opinion 
to the contrary, history does occasion- 
ally repeat itself. 
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ADVERTISING and 
PUBLIC RELATIONS 


MOTION PICTURES FOR BANKS 


E quote from a letter to THE 

BANKERS MacGaAZINE: 

“Gentlemen: Enclosed is the copy 
of a press clipping concerning this 
bank. We think that it will be of some 
interest to you. 

“Moving pictures of a bank are some- 
thing new. Besides being new, they are 
proving to be decidedly attractive to 
the general public. The newspaper 
story will give you an idea of the 
features of the film that are making a 
strong appeal. As for yourselves, a 
stronger appeal will perhaps be found 
in the scenes showing various bank de- 
partments in action. These department 
pictures were taken at fast moments on 
a heavy day... .” 

The newspaper article referred to 
follows: 

“And now the movies have invaded 
the Northwestern National Bank and 
taken everything in sight, including 
President E. W. Decker’s massive dome 
of thought; Joseph Chapman’s vocal 
organs and Aleck Ostrom’s sunshiny 
visage. 

“The bank’s insides and outsides, the 
public that fills the lobby and the 
money that fills the vaults, have all 
been put on the reels and the films are 
already being shown at the Unique, the 
Miles and other theatres along with 
other dramas that may be more excit- 
ing, but no more thrilling. 

“All the operations of the big, busy 
bank are well portrayed. One thrilling 
chapter is the arrival at the bank of 
the daily deposit of the street railway 
company, carried in bulky bags upon 
the shoulders of husky men, while 
armed guards walk alongside. Another 
section of breathless interest is the 
modest display of a little matter of a 


million dollars in the compact form of 
$10,000 bills. These bills, by the way, 
are real currency, but the worst thing 
that could happen to you would be to 
find one and try to spend it. You 
couldn’t do it, for $10,000 bills can 
be broken only as you sign your name 
and identify yourself down to the mole 
on your neck. 

“Then there is the chapter entitled 
‘Alone with $3,000,000,’ wherein the 


THIS MONTH’S ‘‘EYE- 
CATCHERS’’ 
These bank ad heads caught 


our eye and made us read the 
ad. How about you? 


Money From The Bank Without 
Pledging Your Right Eye 
—Marquette National Bank, 
Minneapolis, Minn. 


Why YOU Carry Your Own 
Safe Deposit Box 
—The Harter Bank, 
Canton, Ohio 


BORROW NO MONEY— 
Until You Read These Facts 
—State-Planters Bank and 
Trust Co., Richmond, Va. 


What Do Wooden Nickels 
Mean to You? 
—First Citizens Bank and 
Trust Company, Utica, N. Y. 


The Book That Can Stop 
A Lot of Bullets 


—Mutual Savings Banks of 
Buffalo, New York 
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hero, posed by a modest cashier, opens 
the compartments in the big vault, dis- 
playing chunks of money packed in like 
bricks in a wall. 

“The adding machine expert, one of 
the fastest in the land, lends action to 
the bank reel. When the film was 
shown, some of the bank people pro- 
tested to Manager Bryson of the Gopher 
Film Company that it was speeded up 
too fast. ‘Gee,’ said the man who had 
made the pictures, ‘that wasn’t speeded 
up; that fellow went that fast.’ 

“The reel shows the three signature 
verifiers at their work of watching for 
forgeries, the processes by which money 
is sent out to the rural banks for crop 
moving, and all the parts of the wonder- 
ful system by which the complicated 
organization of the big institution is 
made to operate like clockwork. 

“Bankers throughout the Northwest 
who desire to give their clients a film 
view of boodles of money and an ob- 
ject lesson in organization at the same 
time may secure the film for their local 
‘movie’ houses by communicating with 
the Northwestern National.” 

Perhaps you’ve already guessed it— 
the above letter and newspaper article 
are both reprinted, word for word, from 
THe BANKERS Macazine for March, 
1914—just twenty-five years ago. With 
the increasing interest being shown in 
motion pictures for banks today, we 
thought you’d be interested in these 
items. We were. 


HOW BANKS ARE 
ADVERTISING 


Exclusively Yours 


“Exclusively Yours” is the title of an 
attractive safe deposit folder put out by 
the Williamsburgh Savings Bank, 
Brooklyn, New York. Starting with: 
“There are few things in this world that 
you can consider as exclusively yours 
as a Safe Deposit Box in this bank,” 
copy finishes: “For less than a cent a 
day you have secured a real hide-away, 


large enough to accommodate fifty 
documents the size of insurance papers 
—and Exclusively Yours.” Illustrations 
of the vault door and an open safe 
deposit box brighten up the pages of 
this clever folder. 


Is Your Will Up to Date? 


“Does your will provide for a bequest 
to someone who has died, or who no 
longer needs your support?” “Does it 
fail to provide for someone who has 
become dependent on you?” These are 
but two of the thought-provoking ques- 
tions asked in the folder, “Is Your Will 
Up to Date?” recently issued by the 
Harvard Trust Company, Cambridge, 
Mass. It invites the reader to send for 
a booklet which will help to judge the 
effectiveness of his will. 


Key to Progress 


In story form, the Morris Plan Bank 
of Virginia sets forth its many services 
through the booklet “She Holds the 
Key to Progress.” With the members 
of a typical family as characters, and 
their everyday problems woven into the 
plot, the story reveals in effective 
fashion the value of such services as 
personal loans, checking and savings 
accounts, Christmas and Vacation Clubs, 
Travelers Checks and safe deposit boxes. 


‘‘Information Please’’ 


A local adaptation of the “Informa- 
tion Please” program which has taken 
radio listeners by storm is being spon- 
sored by the Marine Trust Company of 
Buffalo, New York. The Marine pro- 
gram has two permanent guest experts 
to help answer questions sent in: David 
Diamond, Corporation Counsel of the 
City of Buffalo; and Daniel W. Streeter. 
author, big game hunter and _ business- 
man. Two other guests appear on each 
program. One Sunday, for example, 
guests were Dr. August Shearer, li- 
brarian of the Grosvenor Library in 
Buffalo, and Joseph Cummiskey, news 
editor of the Buffalo Times. Leston P. 
Faneuf, of the Marine Trust Company, 
acts as master of ceremonies. The bank 
pays one dollar for each question used, 
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and an additional five dollars for each 
question the board can’t answer. 


Four Pillars of Income 
The First National Bank of Clarks- 


ville, Tenn., has issued a very interest- 
ing four page leaflet headed: “The Four 
Pillars of Income.” This sets forth the 
suggestion: “This bank believes that 
every capable farmer in the Clarksville 
trade area can manage a farm plan 
that is in line with the Four Pillars of 
Income,” and lists these as: Tobacco, 
to be sold in January and February; 
Sheep, because the lamb crop should 
be ready for sale in early spring of 
each year; Wheat, Rye, Barley and Oats, 
which furnish splendid winter cover 
and grazing, then seed for sale at har- 
vest; Livestock, to be sold during the 
fall months and thus provide an income 
when it is so necessary for winter sup- 
plies and school expenses, also for 
debts falling due on January 1. The 
bank recommends a farm plan that in- 
cludes all of these Four Pillars of In- 
come, and expresses a willingness to 
lend money “to those who are entitled 
to borrow, and who can and will pay 
the loan in due course by carefully 
planned farming. Wherever possible 
the bank will put forth a helping hand 
in every way that it can to make farm- 
ing a bigger money-making business and 
to make farm life more attractive.” 


Average Employee Picture 
The B. F. Goodrich Company re- 


cently issued an interesting public re- 
lations piece headed: “Average Good- 
rich Male Employee 40 Years Old.” A 
similar piece might have a _ good 
“humanizing” effect for many a bank. 
Copy reads: “If a composite, or aver- 
age picture of the male employee in 
the Akron plants of the B. F. Goodrich 
Company were drawn today, here is 
what it would reveal: The employee 
would be 40 years old. He would have 
11 years continuous employment with 
the company. He would have a wife 
and two children. Sixty per cent. either 
own their own home or are paying on 
their own home. More than half of 
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PERSONAL LOANS 


«+. to salaried men and women, to wage-earners, 
to business and professional people and executives. 
The terms are simple, the interest rate moderate, 
and there is no service charge. The manager at 
any office of the Bank of Montreal will be glad to 
have you call and discuss your financial require- 
ments with him. 


BANK OF MONTREAL 


ESTABLISHED 1617 


“A BANK WHERE SMALL ACCOUNTS ARE WELCOME” ,. 
a 


Illustrating the various types of 
people to whom the bank makes per- 
sonal loans, this Bank of Montreal 
advertisement gains attention and 
leaves a feeling of cordiality and 
friendliness in the reader’s mind. 


all Goodrich employees in Akron, men 
and women included, have been with 
the company longer than 10 years. Em- 
ployees with 20 or more years of serv- 
ice on the active Akron pay rolls of the 
Goodrich company have served a total 
of 47,174 years.” 


**‘Come West with the Rest’’ 


A cordial invitation to, and an in- 
triguing description of, the Golden Gate 
International Exposition is contained in 
a six-page letter-size folder from Bank 
of America. A beautiful pictorial map 
of California, in color, occupies three 
pages of this folder, and gives us a real 
birdseye view of the entire state. A 
drawing of the Bank of America’s mod- 
ernistic branch at the Exposition is also 


reproduced. 


100 Years of Banking Service 


Commemorating its hundredth anni- 
versary, the Guaranty Trust Company 
of New York has issued a book, “One 
Hundred Years of Banking Service.” 
Liberally illustrated with scenes from 
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&*AMERICAN NATIONAL BANK 


NASHVILLE 


CUARTER MEMBER TEDERAL RESERVE SYSTEM 








With a story in figures, the American 
National Bank of Nashville shows 
that “People Like This Bank.” 


past and present, this booklet contains 
much of the history of America during 
the past century as well as that of the 
Guaranty Trust. 


Street Car Cards 


A clever adaptation of street car and 
bus card advertising is that of the Fed- 
eration Bank and Trust Company, New 
York City. Attached to its car cards 
in the busses are a supply of postcards, 
scored for easy tearing. Readers may 
tear one off and mail it to the bank 
(no postage necessary) if they wish a 
representative to call and explain the 
Federation’s personal loan plan. 


Congratulations and Thanks 


Congratulating their customers upon 
their progress, and extending thanks for 
the part the bank has been permitted 
to perform in their success, the Ameri- 
can National Bank of Nashville, Tenn., 
carries an advertisement comparing the 
number of items deposited in that bank 
for each month of 1937 and 1938. Copy 
reads, in part: “During the past year, 
over 15 million items of deposit were 
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received by the American National 
Bank. This is an average of 179 items 
deposited every minute of every bank- 
ing day of 1938, and is an increase of 
1,262,749 items over the preceding 
year.” 


Graphic Arts Recognition 
California Bank (Los Angeles) ad- 


vertising, which in October of last year 
was rated by Bank Ad-Views as _ best 
bank advertising for the year in the 
United States and Canada, is again ac- 
corded national recognition with inclu- 
sion of four of its ads in the American 
Institute of Graphic Arts’ commercial 
printing show (of the past year), which 
opened recently in Los Angeles. 

Modern in treatment and functional 
in design, the California Bank ads are 
effective in comparatively small space, 
deriving their high impact value chiefly 
from strong contrasts in blacks, whites 
and grays, deft accenting, a generous 
and well-planned use of white space, 
and a complete absence of furbelows or 
other distracting “spinach.” 

Both copy and layout are by Rod 
Maclean, advertising and _ publicity 
manager of California Bank. Rod’s 
up-to-date treatment of financial adver- 
tising has drawn favorable comment 
from several national trade and bank 
publications during recent years. 

From Los Angeles the Graphic Arts 
show will move to New York, and then 
to other major cities throughout the 
country. 


To Avoid Uncertainty 


The Security-First National Bank, Los 
Angeles, is running a timely advertise- 
ment on FHA Title II loans. Illustrated 
by a sketch of Congress in session, the 
advertisement points out the danger that 
Congress may not act on Title II, and 
recommends: “Safest course for you to 
follow on refinancing loans under the 
National Housing Act is to make appli- 
cation NOW. Congress may, or may 
not, extend the refinancing provisions 
of the National Housing Act which ex- 
pires July 1, 1939. To avoid uncer- 
tainty, ACT NOW.” 
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The Strength of a Bank 
With a drawing of the bank build- 


ing as an illustration, the Bank of Mon- 
treal, Canada, carries short, to-the-point 
copy: “The Strength of a Bank is de- 
termined by its history, its policy, its 
management, and the extent of its re- 
sources. For over 121 years the Bank 
of Montreal has been in the forefront 
of Canadian finance.” 


Know Irvington 


Recent ads in the “Know Irvington” 
campaign being conducted by the Irv- 
ington National Bank, Irvington, New 
Jersey, describe the Sparklet Syphon, 
which is a product of an Irvington cor- 
poration, and Meehanite Metal which is 
used by the local Barnett Foundry and 
Machine Company. In each some in- 
teresting facts are given regarding the 
product, how long the plant has been 
in Irvington, and how many are given 
employment because of it. 


News Format for Ad 


The Denver National Bank, Denver, 
Col., recently carried a 1014 inch by 
one column advertisement on auto 
loans. Copy was set up by the news- 
paper in regular news style, head read- 
ing: “Your New Car May Cost Less on 
Two Counts,” and subhead: “Manufac- 


4 LE 45.454 film colebrities—or anyone else possessing valuables— 
could have rented California Bank safe deposit boxes for that much 
money for a year and they would still have their valuables. Cheap 
insurance against fire, loss and theft. these boxes rent for as little as 
$4.40 a year including tax. (Special monthly rates, if desired.) Stop 
flirting with the underworld. Gather your valuables together today 
aad put them in a sate deposit box at any neighborhood office of 


*** California Bank 





turers Cut Prices and Bank Credit Now 
Available for Denverites.” In newsy 
style the copy then proceeded to tell 
of the low rates available for auto- 
mobile loans, not mentioning the Den- 
ver National by name until the third 
paragraph of the story. 


Fifty Years of Fire Fighting 


With an interesting illustration show- 
ing an old-time fire house and hose 
wagon, the First National Bank of 
Mount Vernon, N. Y., gives a little of 
the history of the city’s fire department, 
and low fire loss record. Copy then 
proceeds with the suggestion that the 
reader may help maintain the low loss 
record by keeping important papers and 
personal valuables in a Safe Deposit 
Box. Prints of the old fire house scene 
are offered for framing. 


Loans for Every Need 


Fidelity Union Trust Company, New 
Jersey, devotes a five column, 14-inch 
newspaper advertisement to a descrip- 
tion of their many types of loan serv- 
ice. Headed: “Loans to Business Firms 
and Individuals,” the ad describes their 
Commercial, Collateral, Accounts Re- 
ceivable Financing, FHA, Time Sales, 
Personal and Mortgage loan plans. In 
stating their loan policy, they say, in 


a | 


£X 


CALIFORNIA BANK 


Two of the four advertisements of California Bank which have been in- 

cluded in the American Institute of Graphic Arts’ Commercial printing 

show. Both copy and layout are by Rod Maclean, advertising and publicity 
manager of the bank. 
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Hotel Manatee River 
Hotel Sarasota Terrace 
Hotel Lakeland Terrace 
Hotel Tampa Terrace 
Hotel Floridan 

Hotel Royal Worth..... 
Hotel Dixie Court ? 
Hotel Charlotte Harbor 
Gasparilla Inn 

Useppa Inn 

Everglades Inn 


Rod & Gun Club 


oe W. Palm Beach 
Punta Gorda 
Boca Grande 
..Useppa Island 
Everglades 
Everglades 


i+ 
Fe, 


(Above). HOTEL 


“he Course ROYAL WORTH 
LIER FLORIDA Hotels aw. Paim Beach. 


American 
$7.00 up 
7.00 up 


European 
$3.50 up 
3.50 up 
3.00 up 
3.00 up 
3.00 up 
5.00 up 
3.00 up 


8.00 up 


8.00 up 
11.00 up 
11.00 up 

5.00 up 

8.00 up 


2.50 up 


Apply hotels direct, travel agents or New York Office 


745 Fifth Avenue os 


a ELdorado 5-6700 


COLLIER FLORIDA COAST HOTELS 


Barron G. Collier, Pres. 


part: “if any man or woman needs to 
borrow money, whether in business or 
private life, and has the ability to re- 
pay the loan regularly and without 
strain, Fidelity Union Trust will make 
every effort to supply that money.” 


You & Co. 


“You must take inventory of your 
property holdings every year in order 
to prepare your Federal and State tax 
returns. How often, however, do you 
review this inventory of your estate with 
any other purpose in mind? Yet, what 
better time could there be for studying 
it in terms of the stockholders of You & 
Co.—your wife, your children, and 
other members of your family?” 
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Geo. H. Mason, Gen. Mgr. 


With this clever and timely begin- 
ning, a recent State-Planters Bank and 
Trust Company (Richmond, Va.) ad- 
vertisement proceeds with copy setting 
forth the advantages of its trust depart- 
ment service. 


56 Billion Deficiency 
“A Deficiency of 56 Billions” is the 


caption of a recent Bank of New York 
newspaper advertisement. Copy calls 
attention to the fact that the unemploy- 
ment problem chiefly centers in the dur- 
able goods industries, since “America 
used to spend about 19 billions an- 
nually for durable goods, based on the 
average for 1919-29. Since 1932, how- 
ever, the average expenditure has 
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dropped to less than 11 billions an- 
nually, according to best estimates. The 
deficiency in the creation of durable 
goods has therefore totalled more than 
56 billion dollars in the past 7 years. 
Durable goods largely comprise such 
things as machinery, tools, new plants 
and building construction, representing 
capital expenditures that must be 
financed through new investment. En- 
couragement of the free flow of capital 
into private enterprise is therefore 
necessary to revive the durable goods 
industries, balance our economy and 
solve the most important part of our 
unemployment problem.” 

This is one of a series of such ads 
devoted to the general subject of Big 
Business, which Bank of New York is 
carrying with the statement: “As bank- 
ers for industry, and as trustee for the 
funds of others, it is part of our respon- 
sibility to contribute something to a 
better understanding of the facts about 
private business.” 


We Put Out 
“We Put Out As Well As Take In” 


is the catchy head for a savings adver- 
tisement of The American National 
Bank, Nashville, Tenn. Copy continues 
with figures regarding the amount of 
interest paid to depositors during the 
past year. 


His First Allowance 


With an illustration of an old-time 
bank window, mustachioed and wing- 
collared teller, the Northern Trust 
Company, Chicago, shows a small boy 
making a deposit with his first allow- 
ance. Copy tells how thrift has helped 
the boy through the years, and how the 
Northern Trust has steadily grown into 
the life of Chicago. 


Borrow No Money 


“BORROW NO MONEY Until You 
Read These Facts” is the rather chal- 
lenging title of a personal loan folder 
issued by the State-Planters Bank and 
Trust Company of Richmond, Virginia. 
Inside the folder, we find: “A Friendly 


Warning . . . You can’t be sure of get- 
ting the best value on personal loans 
until you know the special advantages 
State-Planters is offering. Here they 
are. Loans from $100 up are repay- 
able in equal monthly instalments 
ranging from 3 to 18 months, instead 
of the usual 12 months. The rates are 
flexible—41% to 6 per cent., depending 
upon the size ofthe loan. There are 
no investigation fees or extra charges 
of any kind. Five State-Planters offices, 
strategically located, insure prompt and 


THE STORY OF BANKING 
IN PICTURES 


Fourteen pages of pictures— 
67 pictures in all—tell the story 
of banking in the March issue of 
the popular pictorial ‘‘Flair’’ 
magazine, East Weymouth, 
Mass. 

The Granite Trust Company, 
Quincy, Mass., is the bank pic- 
tured, and the entire job was 
engineered by Philip K. Barker, 
manager of the bank’s new busi- 
ness department. 

In addition to the fourteen in- 
side pages, the front cover of 
the magazine is adorned with 
the smiling face of Helen Mc- 
Peake, attractive miss who pre- 
sides over the Granite Trust’s 
information desk. 

Photos of many bank opera- 
tions and departments are in- 
cluded in the pictorial story: 
Credit, investment, mailing, 
multigraphing, personal loan, 
safe deposit, savings, trust, 
women’s, etc. Thirteen photos 
illustrate the travels of a bank 
check from the time it leaves the 
customer’s hands in payment of 
a bill until it is photographed 
and ready for the monthly state- 
ment. 

It’s a grand job of public re- 
lations—is of real educational 
value, and will do much to help 
humanize banking. 
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YOU SHOULD READ 


Pusiic Opinion QuaRTERLY, for Janu- 
ary, 1939; issued by School of Pub- 
lic Affairs, Princeton University, 
Princeton, New Jersey; $4 per year, 
$1 per single copy. 


Public Opinion Quarterly’s purpose 
is “to contribute to the study of the 
nature and working of public opinion 
in the contemporary world,” and is of 
real value to advertising, publicity and 
public relations men. 

In this issue you will find “The Lost 
Files of the Creel Committee,” by 
Cedric Larson and James R. Mock. This 
is the first publication from the hitherto 
lost files of the War-time Committee of 
Public Information—America’s largest 
and most effective propaganda agency 
ever established. Much of interest to 
the public relations man is quoted and 
reproduced. 

In another article, “American Atti- 
tudes Toward Japan and China,” the 
authors, Quincy Wright and Carl J. 
Nelson, analyze the attitudes of present- 
day news stories. Also in this issue 
are: “The Volume of Communist Propa- 
ganda in Chicago,” “Haldeman-Julius 
Has Made Propaganda Profitable,” “The 
Public Relations Counsellor’s Job,” and 
an excellent bibliography on propa- 
ganda. 


PRESENTING—Copy and Layouts for 
Street Car, Bus, Rapid Transit and 
Suburban’ Railroad Advertising. 
Issued by Barron G. Collier, Inc., 
New York. 


This brochure on Transportation Ad- 
vertising—more popularly known as 
Car Card Advertising—is well worth 
perusal. It contains thirty-seven illus- 
trations of car cards used to advertise 
banks or banking service, and sets forth 
the advantages of car card advertising 
in general. 
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convenient service.” In display type 
are given the flexible rates: “$6.00 per 
year on Loans from $100 to $299; $5.00 
per $100 per year on Loans from $300 


258 


to $499; $4.50 per $100 per year on 
Loans from $500 Up.” 


Lawyer-Trust Department Tie-up 
The Houston Land and Trust Com- 


pany, Houston, Texas, carries an ad- 
vertisement in its direct mail folder 
“Property,” and also in local bar asso- 
ciation publications setting forth proper 
codperation between lawyer and trust 
department. The ad reads: “A Sound 
Trust Investment is the product of at 
least three persons: 1. The maker or 
trustor—to tell what he wants done with 
his property and for his beneficiaries. 
2. The trust officer, a person trained in 
trust administration—to say from ex- 
perience what provisions are and what 
provisions are not practicable or work- 
able in accomplishing the maker’s or 
trustor’s purpose. 3. The lawyer—to 
weave his client’s desires and the trust 
man’s suggestions into a Will or Trust 
Agreement that will meet all legal re- 
quirements.” The ad winds up with 
the suggestion: “The officers of our 
Trust Department welcome the oppor- 
tunity to codperate with you and your 
attorney in planning the transfer of 
property by Trust Agreement or Will.” 


For Correct Time, Call... 
The First National Bank in St. Louis 


has installed an ingenious machine 
called the Audichrone, which automatic- 
ally gives the correct time over the tele- 
phone, day or night. If you call or 
dial a special telephone number re- 
served for this one service, a pleasant 
feminine voice says: “Correct time, 
courtesy First National Bank in St. 
Louis,” followed by the correct time. 
Combining the principles of light, 
sound and mechanics, the Audichron is 
a marvel of ingenuity. When a call 
comes in a light flashes on the machine, 
stimulating a photo electric cell which 
causes a sound film to function. The 
machine has three films—one that car- 
ries the message, and two the correct 
time. The films revolve with a clock. 
A manual switchboard and microphone 
form part of the equipment and make 
it possible to continue service manually 
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if at any time the mechanism should 
fail. Present equipment is sufficient to 
care for 6000 calls an hour. 


‘*Will Your Will Work?’’ 


Under the above title, Gilbert T. 
Stephenson, Trust Research Director, 
ABA Graduate School of Banking, 
writes an excellent popular article in 
the February issue of the Rotarian 
magazine. Stephenson takes up various 
questions of real interest to the man 
who has already made a will, or is con- 
templating that step. Some of these 
questions are: “Have you divided your 
estate in fractions or amounts?” “Are 
the investment provisions of your will 
workable?” “Are the distribution pro- 
visions of your will workable?” “Have 
you chosen an executor and trustee who 
will see that your will works as it 
should work?” This is a good piece of 
public relations work. 


**Sound Business’’ 


A film with this title was recently 
shown in the lobby of the First Na- 
tional Bank in Palm Beach, Fla., to all 
employees and directors. This film was 
loaned to the bank by the Continental 


Illinois Bank and Trust Company, 
Chicago, and shows the right and wrong 
way to use the telephone during a busi- 
ness day at the bank. 


*‘Song and Story”’ 


Nineteen New Mexico banks, members 
of the New Mexico Bankers Association, 
are sponsoring a radio program over 
Station KOB. The program, which is 
called “Song and Story,” is electrically 
transcribed and was prepared by the 
American Bankers Association and the 
National Broadcasting System. It com- 
bines music by Nathaniel Shilkret’s or- 
chestra and a short playlet. 


Savings Bank Program 


The Savings Banks Association of 
Massachusetts is presenting a half-hour 
radio program Sunday afternoons over 
stations WBZ and WBZA from 4:30 to 
5:00 p. m. Describing the program, 
Dana S. Sylvester, executive manager 
of the association, says: 
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“The audition presented at Swamp- 
scott last fall has been considerably 
changed, and the new version will offer 
a half hour of interest, excitement and 
fun for the whole family. 


“Tt will feature dramatic episodes 
built around contributions made by 
Massachusetts citizens to the national 
welfare in many different fields. It will 
also include a ‘Quiz Contest’ of Massa- 
chusetts history in which selected high 
school pupils will participate.” 


FUTURE OF THE BRITISH 
COMMONWEALTH 


THE Commonwealth is confronted with 
a world in which planning and control 
by some countries is forcing ever- 
increasing measures of planning and 
control on others. Indeed, the problem 
of the international future has been 
stated as “one of devising methods of 
peaceful adjustment in the relations 
and conflicting policies of nation 
states.” Today we live in a feverish 
atmosphere of fear. Indeed, an exponent 
of extreme economic nationalism has 
declared that: 

“The first vital right of every nation 
is to make of its economy a fortress 
where shelter can be found from hunger 
and thirst in the event of monetary, 
commercial or military troubles.” 

The world, hounded by fear, has 
adopted that philosophy. Even many 
of the Dominions are beginning, as an 
Australian delegate expressed it, “to 
sense their national problems in terms 
of the beleaguered city.” 

The task of the British Common- 
wealth of Nations, in my opinion, is to 
find the way out of this debacle, and to 
stem the creeping paralysis which 
threatens world economic, political and 
social relations. For beleaguered cities, 
beleaguered nations, and beleaguered 
Empires can only spell ruin of civiliza- 
tion as we know it.—S. Herbert Frankel, 
University of the Witwatersrand, Jo- 
hannesburg. 
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BOOKS for BANKERS 


Trust EXAMINATION—AN EXAMINER’S 
Anatysis. By Edwin P. Neilan. New 
York: Research Council, American 
Bankers Assn. 1939. Pp. 84. $1.50. 


Tus is the fourth of a series of trust 
research studies issued by the Research 
Council, and was written by an experi- 
enced examiner as an original thesis in 
the Graduate School of Banking. 

Tracing the growth of trust supervi- 
sion, Mr. Neilan shows the lack of in- 
formation, the handicap of untrained 
personnel and examiners’ difficulties in 
earlier years. In discussing the general 
purpose of trust examination, he stresses 
its importance not alone to the customer 
and beneficiaries, but to the stockhold- 
ers, directors, officers, employees and 
to the courts. Various phases of the 
problem of proper examination are dis- 
cussed: its effect upon bank solvency, 
the appraisal of management, policies, 
practices, and the suggestion of reme- 
dial measures. 

The proper forms for examinations 
are discussed, and illustrated, and each 
step of the examination is detailed, 
from the proof of cash to making up 
the final report. A number of concrete 
suggestions are made as to how banks 
may contribute to more effective ex- 
aminations. 

For anyone directly or indirectly 
connected with a trust department, this 
is a valuable book. 


Work-Howr Vatue. By Max G. Winkel. 
Boston: Meadon Publishing Co. 1939. 
Pp. 268. $2.00. 


DEVOTED to a re-examination of the 
principal theories of economics, par- 
ticularly those relating to value, money, 
prices, credit and business cycles, this 
book is dedicated to the development 
of a “system of economics broad enough 
to cover not only conditions of the pres- 
ent and past, but also conditions as they 
may be in the future.” 
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The past decade has revealed such 
serious flaws in some of our economic 
theories, in the author’s opinion, that 
the entire science is to some extent on 
probation. In this volume is outlined a 
new theory of value, the basic idea 
being that the real value in the economic 
system is not the commodities produced 
by work, but the Work-Hour itself, and 
the law of supply and demand should 
apply directly to work-hours, as it is 
the value of the work-hour which fluc- 
tuates, and not the value of goods. Illus- 
trating this point, the author says: “A 
potato always has the power to appease 
the appetite for a certain length of 
time, but it does not always require the 
same amount of work-hours to produce 
a given amount of potatoes.” 


The theory differs fundamentally 
from the labor-cost theories of Marx 
and other early economists. Instead of 
attempting to measure the value of com- 
modities by the labor hours embodied 
in them, as Marx did, this theory meas- 
ures the value of work-hours in other 
things, and holds that the wage-rate is 
meaningless until translated into prices, 
or purchasing power. 

The chapter on monetary standards 
is of particular interest at the present 
time, in view of current agitation for 
various monetary schemes. The book 
offers no patented formula for curing 
all the world’s economic ills, nor does 
it chart any short-cuts to prosperity. The 
discussion is confined entirely to econ- 
omic principles, without reference to 
current political issues, and is directed 
to the student of economics. 


FEDERAL TAXES ON EsTATES, TRUSTS AND 
Girts. 1938-39. By Robert H. Mont- 
gomery. New York: Ronald Press. 
Pp. XI-511. $10. 

THIs manual covers the application of 

the estate tax, of the gift tax, and of 

the income tax as this affects estates 
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and: trusts. It combines the legal and 
accounting viewpoints at every step, and 
interprets the law, the decisions, and 
the official rulings into plain statements 
of advice and procedure. An important 
feature is discussion of means of mini- 
mizing taxes in planning disposition of 
estates. 


Wuen Tuere Is No Peace. By Hamil- 
ton Fish Armstrong. New York: 
Macmillan Company. 1939. Pp. 236. 
$1.75. 

Mr. ARMSTRONG, editor of Foreign 

Affairs, traces the events which pre- 

ceded the Munich settlement and are 

pressing on toward unknown crises. 
With a background explanation of 
the Continental attitude toward war— 
their distrust of war as a useful instru- 
ment of policy—the author disagrees 
with the popular feeling that Britain 
and France surrendered at Munich en- 
tirely because of fear. He says: “This 
distrust of war and longing for peace 
is different from fear. Fear is bound 
to have been something of a factor in 

London and Paris in September, 1938. 

But more important was the feeling that 

war is uncivilized and useless anyhow.” 
Mr. Armstrong adds much to an 

understanding of the history-making 
period between February 20 and Octo- 

ber 9 of last year by including a 73 

page day-by-day chronology of events, 

comments, letters and addresses, and 
making available for the first time some 
hitherto unpublished documents bearing 
directly upon the European crisis of 


1938. 


Wisely refraining from drawing too 
many conclusions, he prefers to let his 
chronicle of diplomatic exchanges and 
public reactions tell its own story, but 
does bring out a number of interesting 
angles. A discussion of what use Ger- 
many may make of Czechoslovakia in 
case of war, a shrewd guess as to Mus- 
solini’s true attitude toward the return 
of Tunisia and Corsica, Germany’s 
economic position in the Balkans—these 
and other matters are commented upon 
in a thought-provoking and informative 
manner. 


The book concludes with the thought: 
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“For the avoidance of bloodshed over 
Czechoslovakia the peoples of Europe 
give thanks, and Americans with them. 
Furthermore, so long as a war has not 
actually begun it always may in some 
manner be avoided altogether. But 
viewed from the western side of the At- 
lantic the situation prevailing in Europe 
as 1939 opens does not seem to be so 
much peace as an armistice. Even Mr. 
Chamberlain must feel like saying with 
the Psalmist, ‘I labor for peace, but 
when I speak unto them thereof they 
make them ready to battle.’ ” 


THE GrowTH oF CuHicaco Banks. By 
F. Cyril James. New York: Harper & 
Bros. 2 volumes. Pp. XVII-1469. 
$8 per set. 


THE scope of this excellent account of 
the growth and development of Chicago 
banks may best be had from the fol- 
lowing quotation from the author’s in- 
troduction: 

“The story of Chicago banks is in- 
teresting for many reasons. Through 
its pages walk Forgan, Coolbaugh, 
George Smith and others who, though 
they may remain unsung by the chron- 
icler of national destinies, are magnifi- 
cent examples of the men who laid the 
foundation of the modern American 
economy. Among the institutions of 
Chicago are to be found splendid rec- 
ords of success, and dramatic instances 
of failure. Indeed it is not too much 
to say that the story of Chicago banks 
contains striking examples of every de- 
velopment, both good and bad, that 
characterized the financial system of the 
United States during a period of more 
than a century.” 


FIGURING WITH GRAPHS AND SCALEs. By 
Herbert G. Smith. Stanford Univer- 
sity Press, Stanford University, Calif. 
Pp. X-62. $1. 

Tuts book is intended to show how 
many practical problems may be solved 
by the use of graphs and scales. Chap- 
ters are included explaining the use of 
logarithms, the slide rule and logarith- 
mic papers. A chapter is devoted to 
examples of graphic solutions to various 
practical problems. 
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EXECUTIVE SALARIES AND Bonus PLANs. 
By John C. Baker. New York: Mc- 
Graw Hill. Pp. XI-274. $3.50. 


Usinc statistical data recently made 
available by the Federal Trade Commis- 
sion and the Securities and Exchange 
Commission, this book answers such 
questions as: How are executives of 
American corporations paid? How did 
these payments fluctuate over the 
1928-36 period? What relationship ex- 
ists between stock ownership and execu- 
tive payments? What is the trend in 
the plans for the payment of executives? 
Can bonus payments be justified? The 
book thus forms the basis for economic 
reasoning in this area, hitherto neglected 
by economic theorists. 


CoMMERCIAL BANKING REFORM IN THE 
Unitep States. By Leonard L. Wat- 
kins. Ann Arbor, Michigan: Univer- 
sity of Michigan. 1938. Pp. 133. 
$1.00. 


In this bulletin, Professor Watkins an- 
alyzes two aspects of the general prob- 
lem of commercial banking reform. In 
Part I he considers in detail alterna- 
tive programs of reform: (1) self-regu- 
lation; (2) “piecemeal” reform, fol- 
lowed thus far by our legislative auth- 
orities: (3) the “100 per cent. plan,” 
which was recommended after the crisis 
of 1933; and (4) nationalization, which 
has been prescribed for many years by 
some writers as the only cure for the 
banking system. 

In discussing the “100 per cent. plan,” 
the author concludes that its merits have 
been exaggerated, but stresses the point 
that the peculiar features of commercial 
banking require strict and comprehen- 
sive Government regulation if banking 
is to continue in private hands. In a 
final chapter, he characterizes recent 
trends and offers a proposal with re- 
spect to the general direction in which 
reform is likely to develop. 

In Part II an analysis is made of 
Government regulation of interest rates 
on deposits. The author traces the his- 
tory of such regulation and appraises 
its significance from the point of view 
of the issues raised in Part I. 

Professor Watkins urges that bankers 
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safeguard their own interests, as well 
as those of the general public, by adopt- 
ing a more sympathetic attitude toward 
expanding Government regulation of 
commercial banking, and by attempting 
to understand the factors responsible 
for the widespread support given to 
drastic reform proposals. 


Onto BANK SUSPENSIONS AND LIQUIDA- 
TIONS, 1920-37. By J. M. Whitsett. 
Columbus, Ohio: Ohio State Univer- 
sity. 1938. Pp. 35. 50 cents. 


THis study analyzes the available facts 
on Ohio state and national bank sus- 
pensions during the period covered, and 
describes in detail the liquidation re- 
sults for Ohio state banks since 1930. 
Information on these subjects is timely 
in that it contributes essential back- 
ground for approaching such current 
questions as the adequacy of the pres- 
ent banking system, the extension of 
branch banking, the soundness of char- 
tering policies, and the effectiveness of 
the various ways of composing and set- 
tling claims of creditors of insolvent 
banks, and the expenses and losses in- 
cidental thereto. 

It is the outgrowth of a larger and 
more comprehensive study of the 
changes and contrasts in the banking 
structure and practices of Ohio state 
and national banks since 1920. Dr. 
Whitsett is professor in the Department 
of Economics of the Ohio State Uni- 
versity. 


WEALTH veRsuS Money. By Ernest G. 


Woleslagel. New York: House of 
Field. 1938. Pp. 117. $2.00. 


DeEscRIBED as having had over thirty 
years’ experience in banking, insurance 
and finance business, the author utilizes 
fictional technique and a metaphysical 
approach to “help expose the unfair 
tactics that controlled money imposes 
upon our well-being and even our civil- 
ization.” 

Liberally sprinkling his pages with 
quotations from the Bible and from 
Father Coughlin, Mr. Woleslagel seems 
to look with favor upon inflation, and 
has his fictional characters suggest that 
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we should “return the bank of issue— 
the Federal Reserve Banking System 
—hback to the Government, the provision 
for which the Constitution made in ar- 
ticle one, section eight.” Other state- 
ments include: “It was intended that 
our national Government would be the 
only authority to issue and regulate the 
value of money. Since then, however, 
Congress has delegated this power to 
certain banks—delegated this power to 
corporations composed of individuals. 
So today a group of our citizens have 
a power which a sovereign state can- 
not possess.” Also: “the statement 
President Wilson made when he referred 
to the proposed new law for the Fed- 
eral Reserve System, ‘and the control 
of the system of banking and issue which 
our new laws are to set up must be 
public, not private; must be vested in 
the Government itself, so that the banks 
may be instruments, not masters, of 
business, of individual enterprise and 
initiative.’ ” 


READING THE Price Tacs OF LIFE. 
M. K. Wisehart. New York: Blue 
Ribbon Books. Pp. XII-368. $1.94. 


This is a study of success by a jour- 
nalist who has come in close contact 
with many successful men and women. 
The author reports that his purpose has 
been threefold. “First, what steps did 
these victorious persons take to win suc- 
cess? Second, what did victory teach 
them that the rest of us can use? And 
last, and most important of all, what 
elements and methods, what factors and 


techniques, if any, were common to 
them all?” 


By 


THE PRESERVATION OF BUSINESS 
Recorps. Boston: Business Histori- 
cal Society. Pp. 46. 


Topay the storage of records is even 
more of an acute problem than it has 
been in the past, because the large size 
of many firms results in such volum- 
inous records that the question is usually 
one of disposition rather than of preser- 


vation. This booklet indicates how in- 
telligent sampling of forms can obviate 
the necessity of storing all records, yet 
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meet the needs of business man and 
business student alike. It sets up a 
schedule which can be put into effect 
economically by most firms to preserve 
their most important records, also con- 
tains a discussion of the current prac- 
tices of such firms as an advertising 
agency, a bank, department store, public 
utility, railroad, etc. 


The pamphlet is available for free 
distribution, through funds made avail- 
able by the Joint Committee on Mate- 
rials for Research of the Social Science 
Research Council. 


SELECTED List OF CURRENT FOREIGN 
FINANCIAL Sources. Compiled by 
Special Libraries Association, 345 
Hudson Street, New York City. 
Pp. 54. $2. 


This pamphlet consists of a list of 
periodicals, yearbooks, etc., giving 
financial information about various for- 
eign countries. The list is classified by 
countries. Prices of all publications 
listed are given whenever it is possible 
to ascertain the price. This study should 
be of considerable value to bank foreign 
departments. 


Bonp INVESTMENT POLIciEs FoR BANKS. 
Proceedings of the First Annual 
Michigan Bankers Association Study 
Conference, Ann Arbor, December 9 
and 10, 1938. Ann Arbor: School 
of Business Administration, Univer- 
sity of Michigan. 1938. Pp. 34. $1.00. 


Tuts bulletin contains four addresses, 
on subjects related to bank bond invest- 
ment policy, given at the Conference 
which was under joint auspices of the 
Michigan Bankers Association, Michi- 
gan State Banking Department, and 
University School of Michigan’s School 
of Business Administration. The ad- 
dresses, and their authors who are well 
known in banking circles, are: “Some 
General Considerations in the Formula- 
tion of an Investment Policy for Coun- 
try Banks,” by L. R. Lunden, Univer- 
sity of Minnesota, editor of Financial 
and Investment Review, Minneapolis; 
“Bond Problems and Practices of Com- 
mercial Banks,” by James H. Clarke, 
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assistant vice-president, American Na- 
tional Bank and Trust Company, Chi- 
cago; “Banks and Their Bonds,” by 
R. L. Armstrong, investment officer, 
Commercial National Bank and Trust 
Company, New York; “The Outlook for 
Interest Rates,” by Murray Shields, 
economist, Irving Trust Company, New 


York. 


WitHout PENALTY TO CAPITAL OR 
Lasor. A Plan to Restore Prosper- 
ity. By Owen Taylor. New York: 
Stock Market Publications, Inc. 1939. 
Pp. 96, supplement, 8. $3.00. 


THE author dedicates the book “to 
stockholders everywhere,” suggesting: 
“You have been promoted—floated— 
watered — recapitalized —driven from 
the temples—marked up—marked down 
— accumulated — distributed. — inves- 
tigated — regulated — reorganized — 
victimized by the insiders—pounced 
upon by outsiders and now you are 
about to be socialized! This book will! 
show you what you can do if you act 
at once to save what’s left of your hold- 
ings and be of everlasting help to the 
future of your country.” 

Sparkling with optimism over the 
future prospect of a business boom, the 
author shows how this boom will start 
and how investors and business men 
may benefit from it. 


Mr. Taylor’s premise is that the rail- 
roads hold the key to the business sit- 
uation, and sets forth his plan for the 
solution of America’s railroad problem 
“Without Penalty to Capital or Labor.” 


TRENDS In NortTH CAROLINA BANKING. 
1927-1937. Prepared by the Research 
Committee of the North Carolina 
Bankers Association, Raleigh, N. C. 
Pp. 152. 75 cents. 


This is a study of banking in North 
Carolina from 1927 to 1937. It contains 
chapters on the capital structure of 
North Carolina banks; trends in deposit 
liabilities; primary reserves; loans and 
discounts; trends in the bond account 
and other assets; trends in the earnings 
of North Carolina banks from 1931 to 
1937; the behavior of expenses and 
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dividends; an analysis of the ratios of 
banks which later failed. 


A Key to Money anp Banxkinc. By 
William F. Spalding. London: 
Blackie & Son Ltd. Pp. XII-194. 5s. 


This is an elementary book on the 
development of money and _ banking 
written for the reader who has no previ- 
ous acquaintance with the subject. It 
should be a good book for bankers to 
recommend to their depositors who are 
anxious to acquire a better understand- 
ing of banking. It also should be of 
value to those just embarking on a 
banking career. Although written from 
the British point of view it should prove 
of value to the American reader as well. 


Tue Cominc Boom In America’s RaIL- 
roaDs. By Owen Taylor. Published 
by Stock Market Publications, Inc., 
95 Broad Street, New York City. 


The author states that “America’s 
Railroads should soon by on the way 
to a rapid and sharp recovery.” In 
this booklet he explains why he 
thinks so. 


Depts AND Recovery. By Albert G. 
Hart and Committee on Debt Adjust- 
ment. New York: The Twentieth 
Century Fund. 1938. Pp. XXVI- 
366. $2.75. 


Dest in the United States, according to 
this report amounts to $250,000,000,000 
—a huge sum whose influence cannot 
help but be felt in the economic life 
of the country. Of this debt, approxi- 
mately $178,000,000,000 is either owed 
to or by the insurance companies, build- 
ing and loan associations, mutual sav- 
ings banks, banks, etc.; some $18,000,- 
000,000 consists of debt contracts 
between different credit institutions; 
slightly more than $80,000,000,000 was 
owed by credit institutions to other cor- 
porations, individuals and government 
bodies, and about the same amount was 
owed to other credit institutions. In 
these figures are included not only all 
the loans and discounts made by banks, 
but all deposits as well since these are 
debts of banks to their depositors. The 
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cash value of all life insurance policies 
is all treated as a debt of the insurance 
companies. 

The factual analysis made in this 
volume calls attention to the drastic 
decline in the bank debt—both debts 
owed to banks and the amount of the 
deposits—during the depression. De- 
posits dropped from a peak of $43,- 
250,000,000 at the end of 1928 to $25,- 
000,000,000 after the banking holiday 
of 1933. A recovery to $41,000,000,000 
in 1936-37 was effected. 

Life insurance companies were far 
less affected. Their growth was checked 
but their total debt was not greatly al- 
tered. Its composition was changed by 
the rapid increase in loans to policy- 
holders. a 

Mutual savings banks did not experi- 

ence much change. Holdings of Gov- 
ernment securities doubled, becoming a 
fourth of their total assets. 
_ Building and loan associations lost 
half of their members and more than 
half of their assets during the depres- 
sion. The activities of the R. F. C., the 
H. O. L. C. and the Federal Home Loan 
Bank checked this decline. 

Individual debts showed a marked de- 
crease during the depression. On the 
average, individuals are in a much 
stronger position than they were before, 
but there is a great diversity among in- 
dividuals and no general pattern ap- 
pears to be established. 


The first part of the volume is replete 
with factual data of this type and 
analyses thereof prepared by Dr. Albert 
G. Hart. The latter part of the book 
is taken up with the recommendations 
of a committee made up of J. Lion- 
berger Davis, Frederick L. Ackerman, 
George P. Auld, Walter Frank, Jacob 
Viner, W. W. Waymark, Maurice Wert- 
heim, and Stillman F. Westbrook. 

The major recommendation of this 
committee was that debts be reduced 
and funds be supplied by other means, 
in particular by the use of equity secu- 
rities, including preferred stock. Other 
recommendations are that the mortgage 
moratoria be gradually tapered off, that 
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a debt section be set up in the Bureau 
of Foreign and Domestic Commerce of 
the United States Department of Com- 
merce to improve available information 
in regard to debts, that the R. F. C., 
H. O. L. C. and other “temporary” Fed- 
eral credit agencies be gradually liqui- 
dated. 


The recommendations are both theo- 
retically sound and practically possible, 
provided the Federal Government and 
public opinion can be persuaded to 
adopt them. They are of vital interest 
to bankers for, if adopted, they would 
change the banking function radically. 
They represent no attack on banking as 
an institution for they recognize its 
value to business and to our economic 
organization. They merit, therefore, 
thoughtful and intelligent study on the 
part of every banker. 

The entire book is written in a thor- 
oughly constructive spirit; the authors 
appreciate the practical limitations by 
which they are circumscribed and they 
carefully avoid any unwarranted claims 
on behalf of their suggestions. They 
attempt to gather together material 
heretofore unavailable, to analyze it 
and to give the reader the benefit of 
their experience in the field under in- 
vestigation. Because they do not at- 
tempt too much, their work carries 
conviction. 


TeN YEARS AHEAD. Stock Trends Pub- 
lications, Inc., Hunter, N. Y. 1938. 
Pp. 80. 


Tuis little book is essentially advertis- 
ing material for the house which pub- 
lishes it. It contains quite a bit of de- 
scriptive material concerning stock 
market terms such as: base lines, tops 
and bottoms, trend paths, triangles, 
catapults, accumulations and distribu- 
tions, gaps, cycles, short sales, options, 
primary and secondary buying points. 

The key to the contents is given on 
the first page where the following may 
be read: “Information given by this 
service is based on fundamental, statis- 
tical, technical and astrological studies.” 
Considerable space is given to an ex- 
position of various “cycle-factors” in 
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the past. Some are described as bear- 
ish and others as bullish in character. 
All are labeled with mystic symbols 
such as: “USB,” “USF,” “UJB,” “SJB,” 
“STGB,” etc. No explanation is given 
of the meaning of these symbols, nor 
the way in which the cycles are com- 
puted. Periods in the course of the 
next ten years when these cycles are 
likely to be repeated are pointed out, 
but the reasons for their recurrence are 
not stated. Apparently if the reader 
wishes to learn the meaning of all these 
matters he must subscribe to the service. 


Givinc THE PusLic WHat It Wants 
vs. Givinc It WHat You TuHink IT 
SHoutp Have. New York: Check- 
Master Plan, Inc. 1939. Pp. 24. 


Tuts booklet gives a comparison of 
“No Minimum Balance, Pay As You 
Go,” checking plans. 

Describing the various plans in 
operation, comparisons are made be- 
tween these from a revenue-producing 
standpoint and from that of operating- 
economy. 


Our Taxes—anp Wuat Tuey Buy. By 
Maxwell S. Stewart. New York: 
Public Affairs Committee, Inc. 1939. 
Pp. 32. 10 cents. 


THis pamphlet is based on studies by 
the Twentieth Century Fund, the Na- 
tional Industrial Conference Board, the 
Tax Policy League, and other research 
organizations. 

The author makes some interesting 
comparisons between American taxes 
and those of leading European coun- 
tries: The United States leads the world 
in the size of its tax bill—more than 
13 billion dollars were collected during 
the fiscal year 1937-38 in Federal and 
local taxes. This total, however, was 
less than 20 per cent. of America’s na- 
tional income in those years. In con- 
trast, England collected a full 20 per 
cent., France 25 per cent., and Ger- 
many 33 per cent. of their respective 
national incomes. 

After stating that Federal taxation 
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has increased by at least ten-fold since 
1900, the pamphlet shows in some detail 
where this additional money has gone. 
Little hope, however, is held out for 
a reduction of taxes in the near future. 
Most of the new government respon- 
sibilities are seen as being here to stay, 
while rearmament is certain to bring 
increased expenditures and _ possibly 
higher taxes. 


InpirEcT Taxes Pain By ConsuMERs. 
Minneapolis: Northwestern Nationa! 
Life Insurance Company. 1938. 
Pp. 16. 


Tuts booklet, issued by the Family 
Economics Bureau of the Northwestern 
National Life Insurance Company is a 
study of taxes contained in prices paid 
by the consumer. Results quoted are 
based on records of 1,242 concerns— 
public utilities, insurance companies, 
manufacturers, jobbers, and _ retailers, 
doing a combined business of over four 
billion dollars, which have been inves- 
tigated in an effort to measure as accu- 
rately as possible the proportion of 
taxes—Federal, state and local—con- 
tained in prices paid by the consumer 
for goods and services. 

Traceable indirect taxes are shown 
in tables for an $80 monthly income, 
and a $200 monthly income, detailing 
percentage and amount of tax found in 
cost of various items. Additional tables 
show estimated costs of ownership of 
new and used automobiles, with original 
and annual tax costs; estimated total 
tax collections, Federal, state and local, 
for 1937 and 1938. 


© 


“We need not only more loyalty and 
unity among bankers, but we need more 
loyalty and unity among Americans. If 
our present republic is to survive, we 
as a people must have a clearer under- 
standing of the wonderful privileges we 
enjoy under that system of government 
and unite for the purpose that this free 
American plan of life shall endure.” — 
Thomas A. Wilson, President, New 
York State Bankers Association. 
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NEWS DIGEST 


A compact review of newsworthy developments in the banking field during the past month. 
The news, obtained from many sources, has been condensed, subheaded and classified for 
your convenience. 


Edited by JOHN LANGDON HEATON 


ANNIVERSARIES 


America’s Oldest Banker? 


Edmund J. Reardon, vice-president 
of the Union Savings Bank, Cambridge, 
Mass., and probably America’s oldest 
banker, celebrated his 102nd birthday 
on February 14. Mr. Reardon hasn’t 
missed a director’s meeting at his bank 
since 1891. He attributes his longevity 
to healthy parents, hard work, abstin- 
ence from smoking and drinking. Until 
last year he went to work every morn- 
ing, and says he could still do it if 
necessary. 


Bank of California 


The Bank of California, San Fran- 
cisco, recently celebrated its 75th anni- 
versary. At the same time, the Port- 
land, Oregon, branch of the bank cele- 
brated its 57th anniversary. 


Express Centennial 


Express service in the United States 
began one hundred years ago on March 
4, when William F. Harnden, the na- 
tion’s first expressman began carrying 
packages between Boston and New York 
in a carpetbag. Henry Wells, one of 
Harnden’s former employees, and 
William F. Fargo later formed their 
famous partnership and engaged in this 
business, writing some of the most 
dramatic chapters in America’s busi- 
ness history. From the humble carpet- 
bag enterprise of one hundred years 
ago has come the Railway Express 


Agency of today, handling 140,000,000 


shipments annually, operating on 213,- 
000 miles of railway lines and 35,000 
miles of airlines, maintaining 23,000 
offices, providing employment for 
57,000 people, using 11,000 motor 
trucks. 


Sartori’s 50th Year 


J. F. Sartori, chairman of the board 
of the Security-First National Bank at 
Los Angeles has just celebrated his 
fiftieth year with the same bank. In 
1889 he and associates started the 
Security Savings Bank and Trust Com- 
pany with $29,000 capital and three 
employees. Today the bank has $50,- 
000,000 capital, 3,000 employees, 118 
branches. 


ASSOCIATIONS 


All Colorado Banks in Association 


For the twelfth consecutive year, every 
bank in the State of Colorado is’ a 
member of the Colorado Bankers Asso- 
ciation, announces L. F. Scarboro, sec- 
retary-treasurer of the association. 


$50 Protest Minimum 
When the Nebraska Bankers Associa- 


tion asked members opinion on the 
A. B. A. proposal that items under $50 
be not protested unless specifically re- 
quired, twenty-two replies were re- 
ceived: 20 votes cast for raising to $50, 
1 vote for raising to $25, 1 vote for 
staying at $10. 
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Massachusetts Co-op. Banks Advertise 


To let everyone know about the 
services they render to the public and 
to their communities, the Massachusetts 
Co-operative Bank League is starting a 
State-wide advertising campaign. These 
banks, which are under supervision of 
the State Banking Department, serve 
over 300,000 customers and have assets 
over $375,000,000. 


A. I. B. Broadcasts 


A series of broadcasts on banking 
subjects, at which leading bankers will 
be interviewed, is being sponsored by 
the New York Chapter, American In- 
stitute of Banking. Those being inter- 
viewed include: H. Donald Campbell, 
president, The Chase National Bank; 
Robert F. Loree, vice-president Guaranty 
Trust Company; Henry R. Kinsey, 
president, Williamsburgh Savings Bank; 
Dr. Ralph S. Alexander, Educational 
Supervisor, New York Chapter, A. I. B.; 
Wallace D. McLean, chairman of the 
board, The Morris Plan Industrial Bank 
of New York; George Weiss, economist 
and partner, J. S. Bache & Company; 
W. Randolph Burgess, vice-chairman, 
The National City Bank; William R. 
White, Superintendent of Banks, State 
of New York; Lindsay Bradford, presi- 
dent, City Bank Farmers Trust Com- 
pany. 


BANK BUILDING 


Drive-in Window 


Protected by bullet-proof glass, able 
to revolve a deal-plate to the very point 
at which an auto stops, a teller is pre- 
pared to take automobile customers’ 
deposits or transact other business 
readily at the Hillcrest State Bank, 
Dallas, Texas. Built at the back of the 
bank, the window extends from the 
building, is equipped with conversation 
vents. The revolving *deal-plate has 
an opening to receive deposits or return 


cash or passbook, and is operated by a 
lever to convey articles to and fro be- 
tween automobile window and the 
teller’s bandit proof compartment. 


Bank Storage Building 


The First National Bank of Chicago 
has erected a new building, 150x100 
feet, of steel, brick and concrete, for 
storage of old records. The building 
is three stories and basement, fireproof 
throughout, and carries a floor load of 
350 pounds to the square inch. The 
project was under supervision of Frank 
G. Guthridge, vice-president, and C. 
Edgar Johnson, assistant cashier. 


BUILDING AND LOAN 


Growth of Federal 


Comparing the growth of savings in 
1,736 associations protected by the Fed- 
eral Savings and Loan Insurance Cor- 
poration during the entire year 1938, 
Nugent Fallon, general manager of the 
corporation, finds that on December 31 
they had savings of approximately $1,- 
290,000,000 as compared with $1,075,- 
000,000 at the beginning of the year. 


1938 Home Loans Down 


For the twelve months of 1938, total 
home loans by all savings, building and 
loan associations in the United States 
were valued at $797,996,000, as com- 
pared with $896,579,000 in 1937, 
according to the Federal Home Loan 
Bank Board. The decrease was due 
largely to the heavy decline in home 
building and financing in the early part 
of 1938. 

The Board also announces a decline 
of 22 per cent. in non-farm real estate 
foreclosures during 1938 as compared 
with 1937. Total foreclosures on non- 
farm property for 1938 were estimated 
at about 120,000. These figures are 
on the basis of preliminary returns from: 
a: nation-wide survey. . 
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CHECKING ACCOUNTS 


New ‘‘Chex’’ Plan 


The State-Planters Bank and Trust 
Company, Richmond, Va., has inaug- 
urated the “Chex” checking account 
service plan. “Chex” are available in 
clever plastic bound books of twenty 
each, for which the customer pays $1, 
or five cents per check. No additional 
service charge is made, no minimum 
balance required. Interspersed through- 
out the book of checks are messages: 
“Remember! You get the best in per- 
sonal loan values at State-Planters. The 
rates are low--414% to 6%—with 
three to eighteen months to repay. There 
are no investigation fees or other 
extras.” 


CRIME 


panna | 
Counterfeit Loss Decrease 


Counterfeit notes totaling $483,021 
were seized during 1938, according to 
a recent report of the U. S. Treasury. 
This compares with $654,787 in 1937. 
Losses to the public occasioned through 
counterfeit notes turned in to the Secret 
Service were $318,842 in 1938, com- 
pared with $487,643 in 1937. 


$50,000,000 Forgery 


More humorous than serious was the 
experience of the Hamilton County 
Bank, Jasper, Florida, when Ed Wal- 
lace, colored, forged the name of Barney 
Howard, cashier of the bank, to a check 
for $50,000,000. Wallace is now think- 


ing the matter over in jail. 


DIVIDENDS 


General Motors 


The directors of General Motors Cor- 
poration have declared a dividend of 
$.75 per share on the outstanding com- 
mon stock, payable March 13, 1939 to 
stockholders of record February 16, 


1939. The regular quarterly dividend 
of $1.25 per share was declared on the 
$5 preferred stock, payable May 1, 1939 
to stockholders of record April 10, 
1939. 


EDUCATION 


Bankers for a Day 


Electing their own officers and direc- 
tors, and performing various banking 
transactions under supervision of bank 
officers, one hundred honor students 
from San Francisco high schools became 
bankers for a day at branches of the 
Anglo California National Bank re- 
cently. Later, the pupils were enter- 
tained at a luncheon as the bank’s 
guests. 


EQUIPMENT 


New Gas Gun 


A new patented type of automatic 
gas gun has been invented by J. W. Van 
Karner, chemical engineer and fire-arm 
expert. It shoots a special compound 
of synthetic gases—tear, irritant and 
asphyxiating. One shot is said to dis- 
able its victim up to thirty minutes, 
without leaving after effect. The auto- 
matic has an ingenious clip which acts 
also as a multiple barrel. Each clip 
holds three cartridges, and is reversible, 
thus assuring quick loading. 


F. D. I. C. 


Report Highlights 

Highlights of the report of the Fed- 
eral Deposit Insurance Corporation as 
of December 31, 1938, which was re- 
cently released by Chairman Leo T. 
Crowley, include: 

1. The Corporation’s surplus  in- 
creased to $131,244,960.67 during the 
period ended December 31, 1938, bring- 
ing total capital and surplus to $420,- 
544,517.66 as of that date. 


THE BANKERS MAGAZINE for March, 1939. 





2. Disbursements for the protection of 
depositors of insolvent insured banks 
since the beginning of deposit insurance 
have amounted to $76,016,341.86, of 
which it is estimated more than 70 per 
cent. will be recovered. 

3. Full protection of all but 748 of 
479,829 depositors has been possible in 
252 insured banks closed or absorbed 
with the aid of FDIC loans since Janu- 
ary 1, 1934. Total deposits of these 
banks were $135,758,000, of which 97 
per cent. were made promptly avail- 
able. 

4. Only nine banks were chartered 
during 1938 that were not approved for 
insurance by the Corporation. Of these, 
six either were ineligible for insurance 
or applied for insurance and were re- 
jected. 

5. There occurred during the year a 
net reduction of 144 in the number of 
insured banks, 192 banks having been 
eliminated while only 48 were admitted 
to insurance. 


Largest Failure 

Largest failure to occur since the 
Federal insurance of deposits was be- 
gun five years ago was the closing of 
the New Jersey Title Guarantee and 
Trust Company, Jersey City, N. J., on 
February 14. Leo T. Crowley, cair- 
man of the FDIC, flew to Jersey City 
from Chicago to take personal charge 
of the closing arrangements, and an- 
nounced that all but four hundred of 
the 39,000 depositors were completely 
insured under the guarantee up to 
$5,000. Each of the four hundred will 
receive $5,000, of course, and further 
payments as the bank’s assets are 
liquidated. Approximately $18,000,000 
of the bank’s $23,000,000 in deposits 
was completely insured, and $1,000,000 
additional consisted of uninvested trust 
funds that were fully secured. Starting 
FDIC payments on February 23, 3,888 
depositors received $3,167,171 that day. 
During the first three days, 11,825 de- 
positors received a total of $7,634,810. 
FDIC and bank officials estimated that 
in from ten days to two weeks most of 
the 39,000 depositors would be paid. 
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FHA LOANS 


Anniversary Record 


Marking the first anniversary of the 
liberalized National Housing Act, Fed- 
eral Housing Administrator Stewart 
McDonald cites a billion dollars of 
business written on the FHA’s books 
in a year as evidence of the success of 
the new program. More than 100,000 
individual homes have been built or 
started, all of them approved by the 
FHA before construction, since passage 
of the amendments on February 3, 1938, 
Mr. McDonald reports. In addition, 
more than 400,000 home owners, farm- 
ers, and small business men have mod- 
ernized or altered their properties dur- 
ing the 12-months’ period through the 
restored Property Improvement Credit 


Plan. 


INDEPENDENT BANKERS 


Lathrop for A. B. A. 

A. L. Lathrop, vice-president and a 
director of the Union Bank and Trust 
Company, Los Angeles, has been drafted 
unanimously by the Executive Council 
of the Independent Bankers Association 
of the Twelfth Federal Reserve District 
and has consented to become a candi- 
date for the second vice-presidency of 
the American Bankers Association at 
the convention to be held in Seattle this 
year. The resolution sponsoring Mr. 
Lathrop cited the fact that “American 
banking today is more united than at 
any other time in its history, due in a 
large part to the constructive work of 
the American Bankers Association in 
serving the needs of banks of all classes 
in all sections of the country.” It called 
attention to the fact that “the Pacific 
Coast region has not had representation 
in the high executive ranks of the offi- 
cial family of the American Bankers 
Association for a period of some 20 
years; and it is believed that such repre- 
sentation at this time would tend to 
solidify even further the interests of 
American banking as a whole.” 
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LEGISLATION 


Branch Bank Bill 


Subject of a bitter battle in the New 
Hampshire House of Representatives is 
a newly introduced branch banking bill 
providing that any bank which is in- 
corporated under the laws of the state 
may establish and maintain branches. 
This bill would, of course, apply to na- 
tional banks also, since Federal legis- 
lation gives them the same branch 
powers as state banks. 


Ad Valorem Tax Bill 


Facing a flight of bank accounts from 
Colorado to adjoining states, as was the 
case before 1937 when such a tax was 
in effect, Colorado bankers are expected 
to protest a new bill proposing to amend 
the state income tax law to exempt in- 
come from intangibles and put it on an 
ad valorem tax basis. Bank deposits 
in the state, being classified as intan- 
gible property, were subject to the 
regular ad valorem tax rate within the 
county until passage of the income tax, 
in 1937, levying 2 per cent. on intan- 
gibles. 


Life Insurance Sales 


Citing precedents of similar laws in 
Massachusetts and New York, a Cali- 
fornia State Senator has proposed legis- 
lation permitting the issuance of life in- 
surance by savings banks in that state. 
A similar bill has been introduced in 
New Jersey, and additional states are 
expected to enter this field. The New 
York plan went into effect in January 
of this year. Massachusetts has had 
such a plan in force for many years 
—has 80,000 policyholders, over $135,- 
000,000 in force. Ninety per cent. of 
Massachusetts savings bank policyhold- 
ers have $2000 or less insurance in 
force, 81.5 per cent. have $1000 or less, 
2.3 per cent. have $10,000 or more. 
Two New York City banks issuing in- 
surance under the recently passed law 
reveal that during January of this year 
approximately $1,800,000 in insurance 


Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 
630 Fifth Ave. 

International Bldg., Rockefeller Center 
BrookiyNn 66 Court Street 
BALTIMORE.. Baltimore Life Building 


.30 North Michigan Avenue 

Leader Building 

David Whitney Building 

PHILADELPHIA 226 S. 15th Street 
PitTsBuRGH 
WASHINGTON 


was sold, and estimate that policies dur- 
ing the current year will run to about 


$20,000,000. 


Coming Gillette Bill 

Senator Guy M. Gillette of [owa has 
under preparation an amendment to the 
National Banking Act proposing to ex- 
tend to national banks and banks in the 
Federal Reserve System the same privi- 
lege of establishing and conducting 
bank offices as is extended to state banks 
under the laws of the various states. 
In a letter of explanation to THE 
BANKERS MacazINE, Senator Gillette 
writes: “It does not propose in any way 
to extend the policy of branch banking. 
My own state permits state banks to set 
up bank offices for receiving deposits 
and clerical work in counties where the 
main bank is established, and also in 
contiguous counties, provided that 
there is not already in the town where 
the office is to be situated an established 
bank, and provided, also, that the bank 


office is to be abandoned if and when 
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a new bank is chartered in the com- 
munity. The proposed amendment is 
designed to enable the other banks to 
compete with this so-called bank office 
system.” 


Defer Legislation 
William R. Whitt, New York State 


superintendent of banks, in his annual 
report to Governor Lehman and the leg- 
islature questioned the advisability of 
creating new types of Government-spon- 
sored lending agencies or of adding to 
the existing volume of banking legisla- 
tion. He recommended instead that 
further changes, and the new problems 
they bring with them, be deferred until 
laws recently enacted have been given 
a fair and adequate trial. 


Consolidate FHA-HOLC 


Oklahoma’s Senator Josh Lee will 
seek during the current session of Con- 
gress to consolidate the Federal Hous- 
ing Administraticn and the Home Own- 
ers Loan Corporation for. reasons of 
economy. In explanation Senator Lee 
states: 

“It is my feeling that since both of 
these Federal agencies deal almost en- 
tirely with loans and improvements on 
homes, they should be consolidated in 
order to increase efficiency and at the 
same time materially decrease overhead 
costs on this type of Government loan. 

“The FHA is still underwriting loans 
on homes and will soon need a property 
management department and a_ loan 
servicing department in order to co- 
operate fully with mortgagees in mak- 
ing collections. Thus far it has made 
only a few foreclosures and it will prob- 
ably be necessary for this agency to 
begin to liquidate properties in a man- 
ner similar to that in which the HOLC 
is engaged.” 


MORTGAGE LOANS 


Loans, Values, Appraisals 

Speaking at the Columbus ABA re- 
gional meeting, Joseph M., Dodge, presi- 
dent of the Detroit Bank, Detroit, Mich., 
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emphasized the importance of the use 
of the right kind of information in the 
making of real estate loans, especially 
in appraising. “It is how well the ap- 
praiser judges the situation now for the 
future that controls the collection cost 
aad possible loss five or ten years from 
now,” Mr. Dodge said. He praised the 
adoption of the practice of amortized 
mortgages, under which monthly pay- 
ments on principal are made, since “it 
isa hedge against mistakes of judgment 
in appraising and the vicissitudes of the 
future. It helps protect against obso- 
lescence, depreciation, waste and neigh- 


borhood changes.” 


Mortgage Debt Increase 


“The year will probably see a net 
increase in the amount of mortgage 
loans outstanding on people’s homes be- 
cause we are again on the upswing in 
real estate and mortgage lending activ- 
ity,” says Clarence T. Rice, president 
of the United States Building and Loan 
League. “Since 1931 the amount paid 
off or otherwise liquidated on the exist- 
ing home mortgage debt more than off- 
set any new debts incurred each year, 
but it seems likely that around $1,000,- 
000,000 new debt will be added and 
when the amount repaid is subtracted 
from that, we still have a margin to add 
to the total existing mortgage debt. This 
will represent an about-face in the na- 
tion’s general process of a declining 
private debt.” 


Home Building Up 


Daniel E. Farr, chairman of the 
board of Investors Syndicate, reporting 
on a national survey made by his com- 
pany’s 3500 representatives, estimates 
that 1939 residential building should 
exceed 1938 by 10 to 15 per cent. 


MUTUAL SAVINGS 


Mutual Savings Gain 

On December 31, 1938, total deposits 
in mutual savings banks, which operate 
in seventeen states, amounted to $10,- 


THE BANKERS MAGAZINE for March, 1939 





235,431,452—an increase for the year 
of $109,050,300 according to the Na- 
tional Association of Mutual Savings 
Banks. This was the top figure for 
mutual institutions in over a century of 
operation. Accounts numbered 15,156,- 
553—a gain of 578,367 for the year. 


NEW BANKS 


Chicago Bank Opens 


The South Shore National Bank of 
Chicago, located at 71st Street and 
Jeffery Avenue, recently opened for 
business. It is the first South Shore 
district bank to be organized since the 
moratorium, is capitalized for $300,000 
as follows: $200,000 capital stock, $50,- 
000 surplus, $50,000 contingent funds. 
Officers include: George G. Branden- 
burg, chairman of the board; Walter J. 
Riley, president; E. A. Delaney, vice- 
president and cashier; Richard M. Leni- 
han, vice-president; Thomas D. Allin, 
assistant cashier. 


PERSONAL 


Young Heads Detroit Bankers 


Ben E. Young, vice-president of the 
National Bank of Detroit, has been 
elected president of the Detroit Clear- 
ing House Association. 


Brooklyn Medal to Benson 


To Philip A. Benson, president of 
the American Bankers Association, and 
of the Dime Savings Bank of Brooklyn, 
went the annual Downtown Brooklyn 
Association gold medal for “the most 
distinguished service for Brooklyn.” 
Presentation was made at a luncheon 
attended by four hundred civic leaders. 


Sims With Lawrence System 


Errett Fay Sims, examiner for the 
Federal Reserve Bank of San Francisco 
since 1933 and prominently associated 
with Pacific Coast banks for 25 years, 
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has been appointed chief examiner for 
their mid-western division by Lawrence 
System, field warehousing company. 
For the past year, Sims has served on 
the general examining staff of the ware- 
house company, whose president is 


A. T. Gibson. 


Bramman Heads Clearing House 


W. J. Bramman, executive vice-presi- 
dent, Mississippi Valley Trust Com- 
pany, has been elected president of the 
St. Louis Clearing House Association. 


Blaine Doubly Honored 


James G. Blaine, president of The 
Marine Midland Trust Company of 
New York, was recently given the title 
“Most Distinguished Citizen of Manhat- 
tan for 1938” by the New York Journal 
and American. Selected by a board of 
28 judges representing business, civic, 
professional and social groups, Mr. 
Blaine was commended for his leader- 
ship which “resulted in the formation 
of the Greater New York Fund, Inc., 
therehy bringing together for the first 
time various social welfare and health 
agencies for the common good of all, 
and for the benefit of those who need 
help.” The New York Daily Mirror 
also devoted two stories to Mr. Blaine, 
with the explanation: “We picked on 
James G. Blaine III to prove that bank- 
ers are ‘human.’” 


Telleen Retires 


J. Martin Telleen recently retired as 
secretary of the New York Chapter, 
A. I. B. Mr. Telleen had served New 
York Chapter for eighteen years, and 
contributed much to its growth. 


Giannini Disillusioned 


Returning to San Francisco from the 
SEC hearing in Washington, A. P. 
Giannini, founder of the Bank of Italy, 
Bank of America and Transamerica 
Corporation, gave an interview to the 
press in which he expressed “disillu- 
sion” over the Federal Government 
bureaus. Expecting to find “broad 
principles of equity and justice dominat- 
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ing the hearing room and the great halls 
of government,” he found, instead, 
“bright young men, fresh from academic 
halls, completely uninformed of life 
and experience in the ways of business, 
dominating important councils,” he 
said. “I am cured and disillusioned. 
A wild scramble for the headlines seems 
to be the governing passion of those 
in Government today. Every bureau 
has its propagandist; every department 
its myriads of publicity men.” 


Schwulst to Bowery Board 


The Bowery Savings Bank, New York 
City, announces the election of Earl B. 
Schwulst to its board of trustees. Mr. 
Schwulst joined the bank in February, 
1936, as first vice-president, and will 
continue in this position. 


PERSONNEL 


Employee Booklet 


An attractive and informative book- 
let has been issued by the Marine Mid- 
land organization for the purpose of 
acquainting employees of the individual 
banks with the relation of each bank 
to the others in the group, and with the 
functioning of the group as a whole. 
The booklet is written in a clear, 
friendly style. It explains the scope, 
ownership, functions and advantages 
of the Marine Midland system, and 
gives an illustration of how one unit of 
a million dollars of Marine Midland 
assets is invested and from what sources 
the $28,900 current gross income per 
year from this million dollars is re- 
ceived. 


Employee Savings Plan 


An automatic savings plan for em- 
ployees, involving voluntary payroll 
deductions, has been installed by the 
Detroit Bank, Detroit, Mich. The plan 
operates along lines similar to those 
adopted by industrial firms such as 
Armour & Company of Chicago, and 
the American Telephone & Telegraph 
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Company. Upon written authorization 
from the employee, the personnel de- 
partment deducts any specified amount 
from his salary each pay day, and de- 
posits it to his own savings account in 
the bank. The number of early au- 
thorizations received, the Detroit Bank 
reports, indicates the popularity of this 
plan. 


PUBLIC RELATIONS 


Promotions 


That the job of public relations con- 
tinues to grow in importance among the 
banks of the country is evidenced again 
by the recognition which many bank 
advertising, publicity and public rela- 
tions men received at the recent annual 
meetings of financial institutions. 

Included among promotions so far 
reported, and undoubtedly there are 
others, are: Clyde O. Draughon, assist- 
ant cashier, Merchants National Bank, 
Mobile, Alabama; F. W. Blalock, execu- 
tive vice-president, Fulton National 
Bank, Atlanta, Georgia; Ernest S. Lee, 
cashier, First National Bank, Macon, 
Georgia; Mrs. Mabel S. Blanton, assist- 
ant cashier, First National Bank, Bound 
Brook, New Jersey; Howard M. Case, 
assistant secretary, Lawyers Trust Com- 
pany, New York City; Mercer D. Helms, 
director, Merchants National Bank, 
Syracuse, New York; H. C. Burke, Jr., 
Continental National Bank, Fort Worth, 
Texas; J. Lewell Lafferty, vice-president, 
Fort Worth National Bank, Fort Worth, 
Texas; Jordan C. Ownby, assistant vice- 
president, First National Bank, Dallas, 
Texas; Louis W. Munro, vice-president, 
Doremus & Company, Boston. 


SAVINGS 


Limit to $2,000 a Year 

To prevent business organizations, 
estates, etc., from utilizing savings ac- 
counts for idle funds when the bank 
cannot profitably use these, the Bowery 
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Savings Bank has limited deposits to 
$500 quarterly, or $2000 a year. The 
usual small savings account depositor 
is not affected by this ruling, which is 
a restoration of similar restriction made 
several years ago but lifted. 


Noodles & Savings Accounts 
A. Goodman & Sons, Inc., New York 


City manufacturers of noodles and simi- 
lar products, have announced a slogan 
contest with prizes of 503 savings ac- 
counts ranging from first prize of a 
$250 account to 500 prizes of $1 


accounts. 


TRUST 


Business at a Loss 


“Trust business is being conducted at 
a loss and on the average, for every 
dollar that is received in trustee’s fees 
$1.11 is paid out as the expense of 
rendering such service.” So reported 
William H. Stackel, chairman of the 
Committee on Trust Functions of the 
New York State Bankers Association, 
recently. The committee’s analysis cov- 
ered a period of two years, and was 
made of trust departments of all sizes 
in all parts of the state. 

“For this condition the institutions 
rendering trust service are primarily at 
fault,” Mr. Stackel reported. “We de- 
layed too long the application of cost 
accounting methods to our business. We 
have been too busily engaged in render- 
ing the last degree of service without 
counting the cost. . .. Over the past 
ten or fifteen years a great change has 
overtaken our business. Investments in 
securities and mortgages have required 
vastly more attention. Taxation and 
accounting have become more difficult 
and costly. Problems of beneficiaries 
and estates have consumed much time 
of executives. At the same time stead- 
ily falling interest rates have reduced 
the very income on which our annual 
fees are based so that the answer to 
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more work and greater responsibility 
has been less pay.” 


WAGE-HOUR LAW 


Statements on 2nd of Month 
Four Oklahoma City, Oklahoma, 


banks are issuing monthly statements 
on the second of each month instead of 
the first, to avoid working emloyees 
overtime. Three of the banks, First Na- 
tional Bank and Trust Company, Okla- 
homa National Bank, and Liberty Na- 
tional Bank started on February 2. The 
City National Bank and Trust Company 
started on March 2. The Oklahoma 
National and the First National both 
utilized. statement enclosures on Decem- 
ber 31 to inform customers of the 
change, these enclosures reading, in 
part: “This change has been decided 
upon in order to help eliminate month- 
end peak loads, and to aid the bank 
and its employees to meet the require- 
ments of the ‘Wages and Hours Act.” 
Practically all customers, here and in 
other cities, have agreed that receipt of 
their bank statements on the second of 
the month instead of the first day would 
cause them no inconvenience.” Lobby 
cards were used in addition to these en- 
closures by the First National, and 
newspaper advertisements by the Okla- 
homa National. A special folder tell- 
ing of the change was prepared by the 
Liberty National Bank. Very few cus- 
tomers registered an objection with any. 
of the banks, and it is felt that not only 
will overtime be cut down, but also the 
confusion and mistakes that usually 
occur on the last day of the month will 
be eliminated. 


Banks Close Earlier 


As a result of the Wage-Hour Law, 
banks in Tiffin, Ohio, have announced 
that they will close daily at 2:00 P. M. 
instead of 3:00 P. M. 

Clearing House banks of Louisville, 
Kentucky, have shortened _ banking 
hours on Saturdays—closing at 12 noon 


instead of at 1:00 P. M. 
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Convention Dates 


GENERAL 

April 23-26—Executive Council, A. B. A. 
Spring Meeting, The Homestead, Hot 
Springs, Va. 

April 27-28—Bankers Association for 
Foreign Trade. Annual Meeting. French 
Lick Springs Hotel, French Lick Springs, 
Ind. 

May 10-12—National Association of Mutual 
Savings Banks. Waldorf-Astoria Hotel, 
New York City. 

May 18-20—National Safe Deposit Advis- 
ory Council, San Francisco. 

June 5-9—American Institute of Banking. 
Pantlind Hotel, Grand Rapids, Mich. 
June 19-30—Graduate School of Banking, 
Rutgers University, New Brunswick, N. J. 
September 11-14—Financial Advertisers As- 

sociation, Toronto, Canada. 

September 20-22—National Association of 
Supervisors of State Banks, Salt Lake 
City, Utah. 

September 25-28—American Bankers As- 
sociation. Olympic Hotel, Seattle, Wash. 

October 9-11—Morris Plan Bankers Asso- 
ciation, Westchester Country Club, Rye, 
Ni: XY. 

STATE AND SECTIONAL 

March 23—Delaware Spring Meeting, Wil- 
mington Country Club, Wilmington, Del. 

March 26-31—Louisiana Bankers Associa- 
tion. Cruise on “Rotterdam” to Havana. 

April 4-5—Wisconsin Bankers Association. 
Banking Conference. University of Wis- 
consin, Madison, Wis. 


April 6-8—Pacific Northwest Banking Con- 


ference, State 
Pullman, Wash. 

April 14-15—Florida Bankers Association. 
Jacksonville, Fla. 

April 28-29—New Mexico Bankers Asso- 
ciation. Hotel Clovis, Clovis. 

May 3-4—Indiana Bankers Association. 
Claypool Hotel, Indianapolis, Ind. 
May 4-5—Maryland Bankers Association, 
Hotel Traymore, Atlantic City, N. J. 
May 4-5—Oklahoma Bankers Association, 
Oklahoma City, Okla. 

May 4-5—Tennessee Bankers Association, 
Hotel Patten, Chattanooga, Tenn. 

May 8-10—Missouri Bankers Association, 
Elms Hotel, Excelsior Springs. 

May 9-10—Mississippi Bankers. Association. 
Buena Vista Hotel, Biloxi, Miss. 
May 9-11—South Carolina Bankers Associa- 
tion. Poinsett Hotel, Greenville, S. C. 
May 10-12—Kansas Bankers Association. 
Topeka, Kan. 

May 10-12—North Carolina Bankers Asso- 
ciation, Carolina Hotel, Pinehurst, N. C. 

May 11-12—Alabama Bankers Association, 
Jefferson Davis Hotel, Montgomery, Ala. 

May 11-13—Eastern Regional Conference, 
National Association of Bank Auditors 
and Comptrollers. Hotel Astor, New York 
City. 


College of Washington, 
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May 14-19—Virginia Bankers Association. 
Cruise to Bermuda leaving Hampton 
Roads May 14, returning May 19. 

May 16-18—Texas Bankers Association. 
Baker Hotel, Dallas, Texas. 

May 18-19—Ohio Bankers Association, Com- 
modore Perry Hotel, Toledo, Ohio. 

May 18-20—New Jersey Bankers Associa- 
tion. Ambassador Hotel, Atlantic City, 
N. J. 

May 23-24—Arkansas Bankers Association, 
Hotel Marion, Little Rock, Ark. 

May 24-26—California Bankers Association. 
Hotel del Coronado, Coronado, Calif. 

May 24-26—Pennsylvania Bankers Associa- 
tion. Hotel Traymore, Atlantic City, 
1, ae 

May 25-26—Illinois Bankers Association. 
Pere Marquette Hotel, Peoria, Ill. 

May 25-27—West Virginia Bankers Asso- 
ciation. Greenbrier Hotel, White Sulphur 
Springs, West Va. 

May 25-27—Massachusetts Bankers Associa- 
tion. New Ocean House, Swampscott, 
Mass. 

May 25-30—New York State Bankers Asso- 
ciation. Cruise on “Manhattan” to Ber- 
muda. 

June 2-3—South Dakota Bankers Associa- 
tion. St. Charles Hotel, Pierre, S. D. 
June 5-7—Iowa Bankers Association, Hotel 
Fort Des Moines, Des Moines, Iowa. 
June 7-8—Wisconsin Bankers Association. 

Hotel Schroeder, Milwaukee, Wis. 

June 8-9—Georgia Bankers Association, 
Hotel DeSoto, Savannah, Georgia. 

June 8-11—District of Columbia Bankers 
Association. The Homestead, Hot Springs, 
Va. 

June 9-10—Vermont Bankers Association. 
Woodstock Inn, Woodstock, Vt. 

June 11-16—Virginia Bankers Conference. 
University of Virginia, Charlottesville, 
Va. 

June 12-13—Oregon Bankers Association. 
Place undecided. 

June 14-16—Minnesota Bankers Association. 
St. Paul Hotel, St. Paul, Minn. 

June 15-16—Washington Bankers Associa~ 
tion, Davenport Hotel, Spokane, Wash. 
June 16-17—Colorado Bankers Association. 

Hotel Colorado, Glenwood Springs, Colo. 

June 19-21—Michigan Bankers Association, 
Hotel Statler, Detroit, Mich. 

June 19-20—Utah Bankers Association, 
Grand Canyon National Park. 

June 23-25—Maine Bankers Association. 
Poland Spring House, Poland, Maine. 
July 10-14—North Carolina Bankers Con- 
ference, University of North Carolina, 

Chapel Hill, N. C. 

July 18-20—Kentucky Bankers Conference. 
University of Kentucky, Lexington, Ky. 

August 14-19—Tennessee Bankers Associa- 
tion. Banking Conference. University of 
Tennessee, Knoxville, Tenn. 
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EDITORIAL COMMENT 


POSSIBLE PREVENTION OF THE 
IMPENDING WAR 


ANY competent observers of the 

present state of international af- 

fairs believe that a conflict of 
wide proportions is not far off. 

In view of this dangerous situation, 
threatening a catastrophe greater than 
modern times have known, the question 
arises as to whether or not it is pos- 
sible to do anything that may prevent 
this impending calamity. 

Those nations now regarding war as 
an entirely legitimate means of national 
policy are so well known that they 
need not be mentioned. Nor would it 
be quite fair to segregate them as being 
the exclusive black sheep among the 
'. nations of the world, for there are other 
sheep whose fleeces are not wholly free 
of the stains left on them by past con- 
flicts. And yet, today, with the excep- 
tion of a very few nations, the others 
are now so tired of war and so fearful 
of its destructive consequences that they 
are eager, not only to renounce war in 
words, but to practice what they preach. 
Unfortunately, the peaceful disposition 
of these nations does not deter a few 
others from the pursuit of a warlike 
policy. The practical question relates 
to the method which the peaceful na- 
tions may employ to restrain the further 
depredations of those that are war- 
minded. Wishful thinking would have 
them listen to the voice of reason, to be 
impressed by humane considerations; 
but all such appeals have been in vain. 


Lamentable and humiliating as_ it 
must be to confess that threatened force 
can be met only by the show of equal 
or greater force, to this conclusion is 
the world inevitably led by recent his- 
tory. When reason is_ re-established 


among those nations where it has been 
displaced by hatred and mad ambition, 
then, and only then, can dependence be 
placed on more pacific methods. 

It would be highly desirable, though 
hardly practicable, if all the peace-lov- 
ing nations could unite their naval, 
military and economic forces in oppo- 
sition to those nations now threatening 
the peace of the world and the destruc- 
tion of civilization. While no such 
union is practicable, it should be quite 
within the bounds of possibility to bring 
about a coalition of those nations of 
greatest power and whose interests are 
most vitally threatened. 

Great Britain, France, Russia and the 
United States have the opportunity of 
preventing a world war, simply by de- 
claring that against any nation engaging 
either in war or in an act of aggression 
leading to war, the combined forces of 
these powers will be immediately em- 
ployed, and to their utmost limit. 

It is inconceivable that any nation, 
or probable combination of nations, 
would be so foolhardy as to disregard 
the warning this union would convey. 

Let not the people of the United 
States cherish the delusion that they can 
escape involvement in a general Euro- 
pean war. If our participation in such 
a conflict were left to our own decision, 
we should certainly keep out of it. But 
the choice will not be ours. It will be 
made for us. And, in such a situation, 
all talk of where our line of defence 
shall be is but idle chatter. That, also, 
others will decide. 

Belief that, in the way indicated, war 
may be avoided is profound, and THE 
BANKERS MacazZINE is speaking solely 
in the interests of peace. It would hail 
ihe day when peace and good will shall 
universally prevail. That time is not 
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now. We are confronted by a condition, 
not a theory. 

Four nations, by a common policy, 
now have it in their power to ward off 
war. Will they exercise that power, 
and before it is too late? 


HONOR TO THE AUTHOR OF THE 
FEDERAL RESERVE 


T recent exercises held in Washing- 

ton, to mark the twenty-fifth anni- 
versary of the signing of the Federal 
Reserve Act, a bronze bas-relief of Sen- 
ator Carter Glass was placed on the 
west wall of the Federal Reserve Build- 
ing. This appropriate memorial to the 
distinguished author of the Federal Re- 
serve Act contains this inscription, in 
part: 

“In the Federal Reserve Act we in- 
stituted a great and vital banking sys- 
tem not merely to correct and cure 
periodical financial debauches,” etc. 

Alack and alas! How vain are mor- 
tal hopes, for sixteen years after the 
signing of this measure, instituted to 


correct and cure periodical financial 
“debauches,” there culminated one of 
the worst financial crises ever experi- 
enced in this country. And some finan- 


cial authorities claim that certain 
features of the Federal Reserve Act were 
contributory to this sad experience. 

But it would be conspicuously unfair 
to refer to the frustration of one of the 
sentiments expressed in this memorial 
without recording the fact that there 
are many counterbalancing services ren- 
dered by the Federal Reserve System. 
It not only immensely aided the coun- 
try’s financial requirements during the 
World War, but was the means by which 
we were at all able to meet those ex- 
ceptional demands on the country’s 
credit. 

In various other emergencies, the 
Federal Reserve has constituted a tower 
of strength, and has aided the banks 
and business interests of the country in 
various ways. 

The unification of the banking re- 


serves provided for in the act was a 
step in the right direction, though it 
would probably have been better had 
this concentration been limited to, say, 
one-half the legal reserves, the remain- 
der being kept in banks in the reserve 
cities. 

Originally, the Federal Reserve Act 
contemplated a currency based on gold 
and commercial paper, and redeemable 
in gold—an aim partly nullified by sub- 
sequent legislation. It was a mistake 
to make the Federal Reserve notes an 
obligation of the Government. 

Conceding that the Federal Reserve 
System has been of great service to the 
banks and to the country—and may be 
so again—its present usefulness is not 
strikingly conspicuous. Its rediscount- 
ing facility, once its chief attraction to 
member banks, has lost practically all 
its usefulness for the time being. 

Whatever may be the present situation 
of the Federal Reserve System, or its 
future, the effort it represents in unify- 
ing some features of our diverse bank- 
ing system was of profound significance, 
and the honor paid to its author well 


bestowed. 
a 


PRICE STABILIZATION BY MONE- 
TARY MANIPULATION 


OT since the advent of the present 
Administration to power has there 
been a more important pronouncement 
relating to monetary policy than is con- 
tained in the recent Federal Reserve 
Report on Price Control. This report 
not only denies the power of the Fed- 
eral Reserve to stabilize prices, and that 
such stabilization can be effected by 
monetary measures alone, but flatly de- 
clares that such stabilization does not 
assure prosperity. Ample facts are pre- 
sented to sustain these assertions. The 
report further points out that the cost 
of money—the interest rate—is not a 
determining factor in regulating prices. 
The importance of this report gains 
additional force from its implications. 
If it represents a reversal of the Admin- 
istration’s monetary policies, as may 
well be the case, it is to be welcomed 
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as a sign of returning sanity in the 
country’s monetary management, of 
which few evidences have been discern- 
ible in recent years. 

A clear statement of how the Federal 
Reserve Board regards efforts to stab- 
ilize prices is contained in this single 
sentence: 

“The board believes that an order by 
Congress to the board or to any other 
agency of Congress to bring about and 
maintain a given average of prices 
would not assist, but would hinder, 
efforts to stabilize business conditions.” 

Here we have a return to something 
very closely resembling financial ortho- 
doxy and the rejection of strange and 
unsound theories long popular at Wash- 
ington. 

It would be most interesting to learn 
what brought about this startling but 
welcome change. 


“a 


“INFORMATION PLEASE” 


N insatiable craving for information 

seems to appertain to the various 
agencies of the Federal Government. 
This fact emerges from a recent report 
made to the President by the Central 
Statistical Board on the returns made 
by the public to the Federal Govern- 
ment. From this report it appears that 
in the year 1938 there were 9714 mil- 
lions of such returns, of which the banks 
of the country contributed their share. 
According to “Federal Banking Laws,” 
reports are required under some twenty 
different headings. But this constitutes 
but a small part of the reporting bur- 
dens of the banks, since the forty-eight 
states also require information. It 
would be a fair guess that the Federal 
and state requirements for banking re- 
ports total 200 million or more. Still, 
it is not yet true that the banks have 
to put in all their time in an attempt 
to supply the authorities with asked-for 
information. They still have a fair 
amount of time left for attention to 
business, though this diminishes with 
the increase of official craving for in- 
formation. 
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BOUNTIES AND LIBERTY 


It was well and truly said that the first 
destroyer of the liberties of a people is he 
who first gave them bounties and largesses. 
At Rome the mischief seems to have stolen 
secretly in, and by little and little, not be- 
ing at once discerned and taken notice of. 


—Plutarch. 


ANY of those who deplore the lib- 

eral aid now being bestowed upon 
individuals by government do so be- 
cause of the large cost in money in- 
volved. 

But if the warning of the Greek his- 
torian, coming across the lapse of more 
than eighteen hundred years, is to be re- 
garded as true, this policy has a far 
more serious aspect than one measur- 
able in dollars. It amounts to nothing 
less than the gradual undermining of 
liberty itself. 

Our orators and writers boast of 
American liberty, and as compared 
with some other countries their boast 
is justified. 

But if anyone wishes to put that free- 
dom to a test, let him engage in bank- 
ing or in almost any other kind of busi- 
ness. He will at once find his liberty 
of action seriously hindered, encounter- 
ing not only such impediments to his 
freedom as would prevent fraud or other 
action against the public welfare, but 
restrictions which seem designed to 
make business both difficult and un- 
profitable. With such restrictions as 
are really necessary to protect the pub- 
lic there can be no quarrel. But many 
of those existing, and of recent origin, 
seem to represent a purely academic 
propensity for attempting to remedy all 
the evils of society by legislative fiat. 

And of this propensity our banking 
legislation offers a striking example. We 
have more laws relating to banking than 
any other country in the world, if not 
in all the world together. 

Never in the country’s history have 
we been so liberal in bestowing 
bounties upon the people as we are at 
the present time. This observation does 
not apply to measures of relief to pre- 
vent hardship and suffering. We have 
gone far beyond these requirements, 
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and are granting funds out of the public 
treasury for a multitude of other pur- 
poses. In doing so have we already 
begun to undermine the self-reliance of 
our people? And may we not fail to 
notice this slow encroachment on our 
liberties, as did the Romans, until our 
boasted freedom is impaired? 


_— 


A REMARKABLE DOCUMENT 


COMING from the executive council 

of the American Federation of 
Labor, a recent statement on labor prob- 
lems can be fittingly described as re- 
markable. This description would not 
be accurate had the statement proceeded 
from an organization of bankers or in- 
dustrialists. But that an organization 
of labor should declare that government 
spending does not provide a permanent 
solution for unemployment; that we 
must turn to private industry for the 
solution of unemployment; that a po- 
litical and economic state of mind 
should be created that would enable all 
financiers and the owners and managers 
of industry to face the future with con- 
fidence; that private initiative, private 
investment and private endeavor in pri- 
vate industry should be encouraged; 
that the best interests of the people can 
be served through the acceptance by 
government administrators of plans and 
recommendations devised by manage- 
ment and labor; and, finally, that if the 
unemployed could be accorded the op- 
portunity to work in private industry, 
the spending of millions of dollars for 
relief purposes would cease. 

In addition to this summary of the 
statement there are other demands for 
the removal of measures that have in- 
spired fear, and declaring that business 
should not be threatened with new ad- 
ministrative rulings outside statutory 
enactments. 

But, as has been indicated above, the 
several points in this statement are out- 
weighed by their general tenor and the 
source in which they originate. 

When labor condemns the policy of 
government spending, and puts its re- 
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liance on private industry, even going 
so far as to declare that financiers and 
owners and managers of industry should 
be given a chance to do business—all 
this is of profound significance. 


Translated into action, the statement 
of the American Federation of Labor 
would offer a most hopeful beginning 
of an emergence from the economic and 
political fogs so long enveloping the 
land. 


“THE ONLY SOUND CURRENCY” 


A juggled dollar would be like a juggled 
thermometer. 


—Professor Walter E. Spahr. 


UT of a pamphlet of 108 pages, evi- 

dently printed at public expense, 
this solitary gem—not exactly of purest 
ray serene—is extracted: 

“The only sound currency is a cur- 
rency whose debt-paying, purchasing 
power shall remain the same from one 
generation to another.” 

Before attempting to apply some 
needed polish to this gem in the crude 
state, its origin should be disclosed. It 
was rather laboriously discovered in the 
108 pages of the pamphlet aforesaid. 
And the author of this pamphlet is none 
other than Hon. Robert L. Owen, for- 
mer chairman of the Senate Committee 
on Banking and Currency. 

That a currency can be devised whose 
purchasing and debt-paying power shall 
remain constant while all other things 
are subject to fluctuation, is one of the 
fallacies by which many noble minds 
are deceived. And the source of their 
bewilderment lies just here: placing re- 
sponsibility on the currency for price 
fluctuations for which it is only in part 
—-and a small part at that—properly 
chargeable. The multiple forces always 
operating to cause variations in prices 
theorists like Senator Owen would cor- 
rect by currency manipulation, and 
however wise and well-intentioned their 
efforts might be, not being possessed of 
supreme wisdom, they would not only 
fail in their attempts, but most likely 
would make matters worse. 
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THE BANKS AND RECOVERY 


By W. RanpotpH Burcess 


Vice Chairman of the Board, 
The National City Bank of New York 


RE the banks doing their part to- 
ward economic recovery? 

It is not surprising that the banks 
are subject to suspicion. It is a long- 
standing habit in this country to blame 
the banks for our troubles. In time of 
difficulty the human mind reaches out 
for a scapegoat and the banker is a 
“natural” for playing this part. 

The situation today is particularly 
dramatic. For the banks are overflow- 
ing with money, and at a time when 
most people are short of money, bank 
loans are at very low levels. Couple 
this with the evidence of those highly 
talkative people who have been turned 
down for loans, and is it any wonder 
that the banks are blamed for not lend- 
ing freely enough and not contributing 
their share to recovery? In these cir- 
cumstances, how can the facts of the 
situation be set forth so that they are 
convincing? 

There are two ways in which banks 
make funds available for enterprise, one 
is loans and the other is investments. 
Now all the criticism of the banks has 
been on the first form, the loans. Yet 
in my mind that is far and away the 
simpler of the two phases and can be 
dealt with briefly and fairly conclu- 
sively. The real no-man’s land is the 
field of investment. But first suppose 
we deal with the loan problem. 


Is the Loan Window Open? 


A word as to the machinery. The 
banks of this country are organized to 
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make loans. For that purpose they have 
a high-powered machine fully equipped 
to make at least twice the $16,000,000,- 
000 of loans which all the commercial 
banks of the country now have outstand- 
ing. It is fair to say that in practically 
every bank this machine is under orders 
to make every good loan it can find; I 
know ours is. Many banks are adver- 
tising for loans. All are seeking them. 

Under these circumstances the re- 
duced volume of bank loans is not as- 
cribable to bank policy but to a com- 
bination of business depression and a 
change in practices in financing busi- 
ness which made itself evident years be- 
fore the depression, for reasons so well 
known that I do not need to repeat them 
here. They are fully reviewed in the 
valuable little booklet, “The Earning 


Power of Banks,” recently issued by the 
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‘‘Every once in a while some- 
one suggests the need for an in- 
termediate credit bank. A well- 
known columnist recently echoed 
this proposal and with respect 
to the R. F. C. an? * <deral Re- 
serve experience ..i that after 
all they were making temporary 
loans. One is tempted to retort 
that some of these loans are per- 
manent, in the sense that they 
will never be repaid,’’ says Mr. 
Burgess in this article which is 
an extract from his recent New 
York ABA Conference address. 


Research Council of the American 
Bankers Association. When business 
recovers, commercial loans will un- 
doubtedly increase somewhat, but we 
may hardly expect them to be restored 
to their old position. 

But in answer to the question, “Are 
banks lending freely enough?” there is 
much better evidence than the naked 
testimony of one of the parties con- 
cerned. For several years ago two in- 
strumentalities of government were 
given power to act as a kind of court 
of appeals, and their experience and 
findings are available. 

In 1934 both the Reconstruction 
Finance Corporation and the Federal 
Reserve banks were given broad powers 
to make loans to business for as long 
as five years (later extended to ten 
years for the R. F. C.) to provide for 
those cases in which the loans were re- 
fused by the banks. Since that time 
they have exercised these powers vigor- 
ously and in good faith, through the 
thirty-one loan agencies of the R. F. C. 
and the twelve Federal Reserve banks, 
with their twenty-four branches. What 
are the results? 

The figures published currently in the 
Federal Reserve Bulletin show that at 
the present time these two agencies have 
outstanding a total of $125,000,000 of 
loans, which is less than 1 per cent. of 
the total commercial loans of the banks 
of the country. Now please remember 
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that these agencies were making longer 
term loans than the ordinary bank 
usance and that they were in many cases 
deliberately taking longer risks than 
commercial banks could afford to take. 
In fact the Federal Reserve Bank of 
New York in its Monthly Review for 
last August states that a number of the 
concerns to which it made loans have 
failed, and draws the conclusion: 


“In general, the experience of this 
bank with this type of loan indicates 
that the income received, even at rates 
as high as 6 per cent., is not adequate 
to cover expenses and losses.” 

This experience is substantiating evi- 
dence that in general the banks are do- 
ing a good job of lending, are extending 
credit where it may properly be done, 
and that most of the would-be borrow- 
ers they turn down are not good risks. 

In the operation of 15,000 banks in 
the United States there are of course 
instances in which credit has been re- 
fused borrowers of merit. A somewhat 
cautious attitude is natural in view of 
the losses which bankers have taken 
during the depression, the number of 
loans on the books now criticized by 
the examiners, and the scant provision 
to cover losses afforded by present low 
interest rates. In this situation it is for- 
tunate that the R. F. C. and Federal 
Reserve banks have been authorized to 
act as courts of appeal. Under all the 
circumstances it is interesting and rather 
surprising that these agencies with their 
liberal policies and their longer term 
lending have been able to make as few 
loans as they have. 

The experience of these agencies also 
throws light on the question of inter- 
mediate credits. Every once in a while 
someone suggests the need for an inter- 
mediate credit bank. A_ well-known 
columnist recently echoed this proposal 
and with respect to the R. F. C. and 
Federal Reserve experience said that af- 
ter all they were making temporary 
loans. One is tempted to retort that 
some of these loans are permanent, in 
the sense that they will never be repaid. 
But the real question at issue is the dis- 
tinction between credit and capital. The 
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R. F. C. and Federal Reserve are mak- 
ing business loans up to five and even 
ten years maturity, covering what is or- 
dinarily considered the field of interme- 
diate credit. A concern which requires 
a commitment for a still longer term 
usually needs capital and not credit. As 
long as these two agencies are operating 
so effectively in the credit field the bur- 
den of proof is certainly on those who 
suggest the creation of another agency. 


Investment and Recovery 


What the public needs most is busi- 
ness recovery; and this brings us to the 
field of bank investments. 

Here the critics are strangely silent, 
though investments now constitute a 
major share of the banking business. 
For the banks as a whole the earnings 
from investments are about equal to the 
earnings from loans. There is far more 
diversity between banks in their invest- 
ment than in their loan policies. Some 
are all in short term, some mostly in 
long. Some have heavy corporate port- 
folios, others none. At no point has 
the policy of the supervisory bodies 
been more chaotic. This is truly no- 
man’s land. 

And yet if there is a financial key to 
recovery it is in the field of capital, 
not of credit; of investments, not of 
loans. Where is the deficiency of pro- 
duction today; where is the core of un- 
employment? There is no doubt about 
the answer; it is in the field of durable 
goods. It is the workers in construction 
and the other durable goods industries 
who are unemployed, and if you add to 
them the workers in service occupations 
and production of consumers’ goods de- 
pendent on the buying power of the 
durable goods workers, the country’s 
present unemployment is largely ex- 


plained. 


Durable goods activities represent in- 
vestment, the willingness and capacity 
of people and particularly business to 


invest. There are three great sources 
for investment; private savings, business 
saving, and the investment markets 
which convert private and institutional 


saving into business investment. All 
three of these avenues have been badly 
clogged. Private savings are currently 
largely absorbed by taxation and the 
fulfillment of previous commitments 
such as the maintenance of real estate. 
Business has been steadily using up its 
capital; in only two years since 1931 
has it shown any substantial profits 
available for investment, and in those 
years, 1936 and 1937, the undistributed 
profits tax forced the distribution of 
much of the earnings. The investment 
markets have not been open for any sub- 
stantial amount of equity financing in 
any year since 1930. 

The fact is investment has been in 
the dog house. Of course the reason 
is that investment behaved so badly in 
the late twenties. Over-investment at 
that time created surpluses in the sup- 
ply of many durable goods, apartments, 
office buildings, power plants, and prob- 
ably some types of productive capacity. 
But, even more important, the excess of 
speculation in the investment markets 
incurred the resentment of the American 
people, which was fully reflected in 
political action. There is no need to 
list the many forms of restriction placed 
on investment, from taxation to puni- 
tive restrictions. Investment was put in 
the dog house and kept there. And that 
is a major reason why our recovery 
from depression has been so slow. 

But the tide of opinion has been grad- 
ually changing. The need for new in- 


‘It should be recognized at 
once that the banks cannot sup- 
ply from their pool of funds the 
kind of financing which is most 
necessary for full recovery. 
Banks can buy prime bonds and 
mortgages, but under the law 
they cannot buy stocks or second 
grade bonds. Yet for new enter- 
prise risk money is essential and 
risk money can come only from 
private sources, from corporate 
earnings, or from the sale of 
stocks and second grade bonds.”’ 
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‘“‘The question to raise is 
whether it is not proper for the 
banks to invest in high grade 
corporate bonds some substan- 
tial amount of their excess re- 
serves over the next few years? 
Is not that the principal direc- 
tion in which to look for in- 
creased earnings and increased 
service to the community, sub- 
ject of course to the qualifica- 
tions as to the character and con- 
ditions of deposits.’’ 


vestment has slowly forced itself upon 
us. Now comes the official announce- 
ment that investment is going to be let 
out of the dog house. Mr. Hopkins 
says: 

“It is clear to me that returning in- 
crease in production cannot be accom- 
plished without a substantial increase 
in private investment. I have tried to 
indicate tonight that the Government is 
desirous of doing everything it can to 
create an environment in which private 
investment is encouraged.” 


The Banks as Investors 


How do the banks enter this picture? 
The banks hold one of the largest avail- 
able pools of funds. They have been 
for years increasingly heavy investors in 
bonds and in mortgages. They have 
been moreover marginal investors, es- 
pecially the commercial banks. The life 
insurance companies and the savings 
banks are steadier investors with rela- 
tively constant amounts to be invested 
year after year. But the commercial 
banks have been heavy investors in some 
years when they had money and not 
only failed to invest but even were sell- 
ers in other years when business used 
more money. This movement in and 
out has always been a powerful influ- 
ence in the investment market. 

But it should be recognized at once 
that the banks cannot supply from their 
pool of funds the kind of financing 
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which is most necessary for full recov- 
ery. Banks can buy prime bonds and 
mortgages, but under the law they can- 
not buy stocks or second grade bonds. 
Yet for new enterprise risk money is 
essential and risk money can come only 
from private sources, from corporate 
earnings, or from the sale of stocks and 
second grade bonds. 


American business has so vividly be- 
fore it the example of the railroads. 
which financed too largely with bonds. 
that it shrinks from financing new ven- 
tures with borrowed money. It desires 
partners not creditors. The recovery we 
want needs the kind of stock market on 
which new venture securities can be 
sold. More people must be willing and 
able to take risks and must be encour 
aged to do so. The difficulty we fac: 
is that this involves a reversal of politi 
cal attitude which took its present forn: 
by reason of the excesses of the lat 
20’s. It was the taking of business risks 
speculation if you will, that gave thi- 
country its splendid: growth. It is the 
absence of risk-taking that accounts to 
day for our continued depression. 


There is general agreement that thi- 
type of financing is not proper busines: 
for a bank and the law forbids it. It is 
a job for private money and for busi- 
ness savings. Does this absolve the 
banks from all responsibility for the 
financing of recovery? I think not. For 
the various sections of the security mar- 
kets are mutually interdependent. A 
good high grade bond market encour- 
ages a good market for other securities. 
Moreover, as business increases _ its 
equity capital it may also safely increase 
its bonded debt. While the financing 
of new enterprise depends in the first 
instance on risk money, new bond issues 
will be part of the program. 


The question, therefore, to raise is 
whether it is not proper for the banks 
to invest in high grade corporate bonds 
some substantial amount of their excess 
reserves over the next few years? Is 
not that the principal direction in which 
to look for increased earnings and in- 
creased service to the community, sub- 
ject of course to the qualifications out- 
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INTERDEPENDENCE is the 
striking characteristic of our inde- 
pendent American banking system. 


The sound, well-managed banks 
for which and through which this 
Bank does business are its best 
guarantee of strength and service. 


Upon the success of others, our 
own success must depend. No 
stream can rise higher than its 
source. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Undivided Profits 
$40,000,000 


Member of Federal Deposit Insurance Corporation 
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lined earlier as to the character and 
conditions of deposits. 


Three Questions 


If I ask you this question, you are 
entitled to ask several questions in re- 
turn, and some of these would be: 


1. Are not present bond prices dan- 
gerously high? 

2. Do not conditions in specific indus- 
tries such as the utilities, the railroads, 
involve too great risk even with the best 
bonds? 

3. What will be the attitude of the 


bank examiner? 


These seem to me fair questions to 
which the banks are entitled to some 
answer before they engage in any exten- 
sive buying program. They are all 
questions the answers to which lie 
mainly in the field of government, be- 
cause the conditions giving rise to ap- 
prehension in the bankers’ minds were 
largely created by government. Easy 
money has been a definite government 


policy; the risk of the utilities lies in 
government competition; the railroads 
have been more closely under govern- 
ment supervision than any other busi- 
ness in the country; bank examination 


is a government function. On the first 
two of these questions I propose to stop 
at the question mark. On the third I 
want to say a few words. 

Just as the commercial bank today 
was built for a lending business and 
finds itself doing an investment business 
without very much special training and 
organization for the purpose, so the 
bank examination organization was de- 
signed to supervise lending and is badly 
organized to supervise investing. Some 
of the weaknesses of the machinery were 
revealed in the recent depression, when 
the policies in dealing with bond de- 
preciation were confused and uncertain. 
Millions of dollars of bonds with good 
recovery possibilities were dumped on 
the market at sacrifice prices on the 
basis of examiners’ criticisms and in the 
course of liquidation of closed banks. 


286 


That sort of action carries a heavy re- 
sponsibility for the unprecedented depth 
of the depression in this country and its 
long continuance. For recovery de- 
pended on investment and that dumping 
of bonds played havoc with the invest- 
ment markets and made many. good 
bonds fluctuate like common. stocks. 
This is no criticism of the examiners 
but of the mechanism established by law 
they were called upon to operate. 

Two important steps have been taken 
to prevent the recurrence of this sort of 
difficulty and to give banks greater con- 
fidence in their investments. One is the 
understanding reached last year by the 
various Federal examining authorities 
with respect to their treatment of bond 
portfolios, and the other the permanent 
broadening of the eligibility provisions 
of the Federal Reserve Act. These steps 
recognize at length that the banks of 
the country do an investment as well 
as a lending business which is just as 
important for the prosperity and well 
being of the people of the country as 
the making of commercial loans. This 
is only a beginning and not a solution 
of the problem of modernizing the ma- 
chinery of bank examination. The mat- 
ter has been outlined with unusual clar- 
ity in the recently issued annual report 
of the Board of Governors of the Fed- 
eral Reserve System, which is deserving 
of the attention of all of us, and espe- 
cially of our legislative bodies. 


© 


MUST KNOW ABOUT BONDS 


SincE bonds make up nearly 50 per 
cent. of the earning assets of every com- 
mercial bank today, no banker can be 
more than 50 per cent. efficient if he 
says he knows nothing about bonds or 
the bond market, yet many bankers say 
just this with a certain amount of brag- 
gadocio. Just think how it would sound 
if bankers went about the country say- 
ing they did not know anything about 
making loans.—Adrian M. Massie, 
Vice-President, New York Trust Com- 


pany. 
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THE UNBALANCED BUDGET and 
THE NATIONAL INCOME 


By A. Puitip WooLrson 


HE reflation of the country’s credit 

structure which has taken place 

since 1933 could have been effected 
by an increase in normal commercial 
bank operations. However, whether it 
was because of the unwillingness of 
business to borrow, or the lack of con- 
fidence by bankers in the profitability 
prospects of American enterprises, the 
facts indicate that not until 1936 did 
the commercial banking system for a 
short period pursue a policy of increas- 
ing their loan volume above the volume 
of repayments. The following table in- 
dicates the movement of bank loans 
from December 31, 1928, to June 30, 
1938. 


Toran Loans—Aut Banks IN 
Unirep States 


THE 


(In millions of dollars) 


NR Pied $40,782 
22,203 
21,278 
20,272 
20,267 
20,679 
21,449 
22,514 
22,198 
21,130 


1928 
1933 
1934 
1935 
1936 


December 31 
June 30 
June 30 
June 30 
March 4 
June 30 


1937 June 30 


December 31 


1938 June 30 


Since reflation could not be effected 
through normal increases in commer- 
cial bank loan operations, the banking 
system had to be induced to expand 
their investment portfolios. The same 
conditions that rendered banks hesitant 


about markedly increasing their hold- 
ings of the promissory notes of business 
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men, made them wary about increasing 
their portfolios of securities that might 
turn sour, while the volume of new high 
grade capital issues declined to very 
low levels. The only available means 
to increase sharply the banks’ invest- 
ment account was the large-scale issue 
of Government securities, which were 
paid for with bank deposit credit, and 
the turnover of this deposit credit stimu- 
lated the volume of business activity 
and a rise in the national income of 
measurably larger proportions than the 
original volume of Government borrow- 
ing. 

The increase in bank investments 
compared with the budget deficits and 
the volume of the national income is 
presented in the accompanying table. 


While the increase in bank invest- 
ments includes all classes of securities 
the data would seem to indicate that up 
to the close of the 1936 fiscal year the 
commercial banking system financed the 
major part of the increase in the pub- 
lic debt and through the increase in 
outstanding bank credit thus resulting 
contributed materially to the financing 
of an increased volume of business 
necessary for the attainment of a rising 
national income. 


To suggest, however, that because the 
Federal fiscal policy up to June 30, 
1936, had been successful in putting 
the country back on the road toward 
the attainment of an adequate annual 
national income that therefore only 
through the continuation of such budg- 
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Total 
Investments 
All Banks 
in the U. S. 


1933 
1934 
1935 
1936 
1937 
1938 


June & 
June 
June & 
June 
June & 
June 


17,872 
21,294 
24,145 
27,179 
27,182 


26,252 


Income 

Produced 

(Calendar 
Year Basis) 


Increase in 

Gross U.S. 
Public Debt 
(In millions of dollars) 


39,636 
49,575 
54,955 
63,799 


4,514 
1,648 
5,077 
2,647 

740 


1 The increase in U. S. interest bearing obligations for this period by fiscal years 
were: 1934—4224 millions; 1935, 904; 1936, 4387; 1937, 2437; 1938, minus 271. 


etary policies could the desirable level 
of national income be attained is an 
entirely different proposition. By the 
summer of 1936 there was outstanding 
a volume of deposit currency, sufficient, 
if circulating at the average rate pre- 
vailing in the 1922-28 period, to finance 
a volume of business activity that would 
have resulted in the attainment of the 
80 billion level of national income that 
is the stated objective of Administration 
policy. 

Why, then, has this increased turn- 
over of deposit currency not occurred? 
Why has the Administration again in 
recent months espoused the policy of 
piling up an increasing volume of bank 
deposits in the belief that only by in- 
creasing such volume can consuming 
power be maintained and a higher na- 
tional income be restored? The answer 
would seem to be in the belief held by 
the Administration that the prime cause 
of the business depression of 1937-38 
was the sharp diminution in the flow 
of Government funds into consumers’ 
income to the point where Federal fiscal 
operations resulted in an actual net 
drain on consumers’ income. 


Policies Impeding Bank Deposit 
Velocity 


The thesis advanced here is that Ad- 
ministration policies prevented the at- 
tainment of a level of deposit activity 
that could have sustained a rising vol- 
ume of business with its associated in- 
creased national income in the face of 
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a sharp reduction of governmental ex- 
penditures. 

The sluggishness of deposit activity 
can be attributed to two major factors: 
(1) The increased Government inter- 
vention in economic affairs under the 
New Deal, and possibly exaggerated 
fears of regimentation; and, (2) The 
increasing tax burden induced by the 
very increases in public debt which had 
already occurred. 


It is universally recognized that in- 
creased Government intervention in eco- 
nomic affairs does restrain business en- 
terprise in various ways. 

(1) It involves the possibility of in- 
creased competition by Government 
concerns with private enterprise. In 
the case of public utilities it has re- 
duced private expenditures on capital 
developments and extensions. 

(2) The adoption of policies to cure 
the depression through raising of wage 
rates in order to increase purchasing 
power, reduced the willingness of pri- 
vate business to embark on capital ex- 
tensions in view of the prospects of 
higher operating costs. 

(3) The control of the market for 
new security issues restrained activity 
by increasing the costs and the diffi- 
culties of obtaining new capital. 

(4) Growing uncertainty, suspicion, 
and distrust between Government and 
business became increasingly evident 
with the fear that the Government would 
increase the scope of its intervention 
in economic affairs. 
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The sluggishness of bank deposits 
since 1933 is indicated not alone by the 
indices of velocity of circulation of de- 
mand deposits, but also by so-called 
measures of the income velocity of 
money, which measure the extent to 
which increases or decreases in the 
monetary circulation result in propor- 
tionate increases or decreases in mone- 
tary income. The rate of turnover of 
money is measured by comparing the 
national income with the total money 
supply available. The multiple which 
the former constitutes of the latter 
shows the number of times in the course 
of the year that money turns over 
against final income. What is measured 
is the rate of turnover of money against 
final incomes i. e., wages, dividends, in- 
terest payments, etc. 

The accompanying table shows the 
trend of income velocity of money for 
the 1933-37 period as a percentage of 
the 1923-29 average. 

From this computation it will be seen 
that if the supply of money remained 
unchanged at the 1937 level, and if the 
income velocity of money could be in- 
creased to the average level prevailing 
in the 1923-29 period, the estimated an- 
nual national income produced would 
be in excess of 92 billion dollars; a fig- 
ure considerably in excess of the 80 
billion dollars considered as the Ad- 
ministration objective. 


Hindrances to Increasing the National 
Income 


If businessmen and private individ- 
uals prefer holding cash to investing or 


spending it, and by the withdrawal of 
these funds from active circulation re- 
duce the national income, then the 
proper Administration objective should 
be to counteract those forces which ren- 
der business pessimistic regarding the 
future course of prices and incomes. 
If the prospect of a continually increas- 
ing public debt carries with it the 
prospect of no reduction in the tax bur- 
den borne by business; if labor feels 
encouraged by Administration policies 
to demand ever-increasing wage rates; 
if industry feels that Administration 
policies are directed to the prevention 
of a rising price level; if investors fear 
the future to the extent of a preference 
for cash, then a turnover of bank de- 
posits of normal proportions cannot 
materialize, and business will be under 
a continual pressure to cut costs in the 
endeavor to maintain a degree of profit- 
ability in the absence of what should 
have been a normal rising consumer 
market for goods and services. 


The argument for a continuing in- 
crease in the public debt has a twofold 
basis: first, deficit financing is neces- 
sary to increase the supply of money 
in consumers’ hands and, by absorbing 
the inactive deposits, to increase the 
income velocity of money; and, second, 
private industry affords no outlet for 
existing capital accumulation and Gov- 
ernment investment is the only alterna- 
tive if full employment of capital and 
labor is to be attained. 

On the other hand, the argument 
against the policy of increasing the pub- 
lic debt has also a twofold basis: first, 


Money anv Income VELociry 


Money* 


(In million 

dollars) 
25,663 
20,285 
23,287 
26,537 
31,442 
2,303 


*Cash and bank demand deposits. 


(In million 


Income Income Velocity 


as Per Cent. 
of 1923-29 
100 
68.2 
73.1 
724 
71.0 
73.8 


Times per 
Year 
2.86 
1.95 
2.09 
2.07 
2.03 
9.11 


doilars) 
73,421 
39,636 
48,700 
54,955 
63,799 
68,000 
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the hoarding of currency and deposits 
which is reflected in the low income 
velocity of money is encouraged by the 
uncertainty both as to the profitability 
of private enterprise under an increas- 
ing tax burden, and the uncertainty of 
employment tenure induced by business 
lack of confidence as to its own profit- 
ability, and second, the small net con- 
tribution that Government investment 
has made to increase the contribution 
to the national income produced and 
to reémployment in the durable goods 
industries. 


Lack of Effective Co-operation 


What we seem to have reached is a 
stalemate. The commercial banks want 
to lend, but the right kind of borrowers 
don’t want to borrow; the investment 


bankers want to float new issues, but the 
right kind of business enterprises don’t 
want to borrow; business demands a 
restoration of “confidence” and con- 
tributes to a continued lack of confi- 
dence by its inability or its unwill- 
ingness to solve the unemployment 
problem; the Government urges labor 
and capital to codperate, but factional 
disputes continue to wrack the labor or- 
ganizations; the Government endeavors 
to stimulate private enterprise through 
increasing the volume of Government 
investing but finds that the point has 
been reached where increasing deficits 
deter business turnover to a degree in 
excess of the amount it stimulates it. 
And Government, capital, and labor 
wait for the miracle of complete eco- 
nomic recovery to materialize. 


* PLANNED” ECONOMY 


THE truth is that no economic planning 
authority could possibly have foreseen, 
planned, plotted and organized such an 
amazing spectacle of industrial progress 


as the world has witnessed in the last 
century. No trust or combination, pri- 
vate or governmental, could have ac- 
complished it. It could have been 
achieved only under conditions where 
there was a wide open invitation to all 
the genius, inventive ability, organizing 
capacity and managerial skill of a great 
people. Nobody must be barred, no in- 
vention rejected, no idea untried; every- 
body must have his chance; and under 
our American system of free enterprise 
and equal opportunity everybody gets 
just that chance. It is our freedom that 
has brought us to this high estate—in- 
tellectual freedom, religious freedom, 
political freedom, industrial freedom; 
freedom to dream, to think, to imagine, 
to experiment, to invent, to match wits 
in friendly competition. That is our 
great American heritage. With so many 
political witch doctors abroad in the 
land teaching Communism, Fascism, 
planned and dictated economies, gov- 
ernmental paternalism and all the 
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others, I urge you to. guard well that 
heritage and turn a deaf ear to all their 
sophistries. When a people come to 
look upon their government as the 
source of all their rights, there will 
surely come a time when they will look 
upon that same government as_ the 
source of all their wrongs. That is the 
history of all planned, dictated econo- 
mies. That is the history of tyranny. 
To each of us is assigned a part to play 
in the great drama of life; and we can 
only play our parts with the greatest 
measure of perfection as free, un- 
hampered individuals. Surely it is not 
thinkable that in the light which shows 
through this twentieth century, a great 
progressive people will be beguiled into 
turning back to the ways of controlled 
economies and dictated social programs. 

Government can hedp by safeguard- 
ing the common man’s right to be him- 
self—all of himself. It can protect 
against monopoly, tyranny, extortion, 
and every infringement of human rights. 
When it shall have done this much, it 
will have served its highest purpose.— 
J. Howard Pew, president, Sun Oil 
Company. 
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IF WAR COMES... 
ITS EFFECT ON BUSINESS 


By Leo M. CHERNE 


Executive Secretary, 
Tax Research Institute of America, Inc. 


T is unfortunate that tomorrow’s an- 

swer to the problems of large and 

small business lies outside the 
boundaries of this country. I say un- 
fortunate because we as individuals can, 
to a large extent, control our national 
policy. But even unified, we are im- 
potent in the arena of international af- 
fairs. 

The international threat is giving 
genuine concern to private observers as 
well as to official leaders in Washing- 
ton. Yet to no major problem is busi- 
ness devoting less thought and offering 
less resistance. Astigmatic business in- 
telligence is rarely aroused by a future 
threat, but is awakened only by the ac- 
tual existence of adverse legislation or 
circumstances. But war can be neither 
repealed nor declared unconstitutional. 
Some attention by individuals and asso- 
ciations must therefore be directed to 
the prevention of war. Neutrality— 
embargoes—armaments—war profits tax 
—foreign policy—and other similar 
Government ventures are business prob- 
lems. War and its concomitant—de- 
pression—affect private enterprise more 
widely—if not drastically—than they 
do private lives. 

It is reasonably expected that the 
counterpart of the crisis which culmi- 
nated in the Munich Agreement last 
October will once again occur. The 
Franco-Italian clash over French col- 
onies is merely the prelude to a Medi- 
terranean crisis which will quickly be- 
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come acute. On the eastern front, 
Czechoslovakia has already been com- 
pletely “codrdinated” and the promise 
to Chamberlain that Germany would 
have no further interest in European 
movements has been next to forgotten. 
A plan has already been marked out, 
in fact, for assimilation of the Ukraine. 
And while there is thus far little like- 
lihood that the process of assimilation 
will be actively military during 1939, 
the crisis will arise. 


How the Crisis Will Affect American 
Business 


If there has been any question that 
continental war affects even the small- 
est of domestic businesses, that question 
has been almost completely dispelled. 
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If war comes, says Mr. 
Cherne in this article which 
formed part of a recent address, 
it will mean: 


—the collapse of international 
currencies. 

—a panic flow of gold into the 
United States. 

—destruction of our 
markets. 

—a marked change in the New 
Deal. 

—a Roosevelt third term. 

—additional taxes to prevent 
war-time profiteering. 

—regimentation of labor and 
industry. 

—no classes exempt from the 
draft. 


export 


The German-Czech crisis which cul- 
minated in the Munich Agreement dra- 
matically emphasized the extent to 
which our stock markets react to inter- 
national disturbances—and _ violent 
fluctuations of the stock market, either 
up or down, destroy confidence in do- 
mestic business. 

It is important, therefore, to have the 
answers to two questions: (1) When 
will the “great adventure” start, and 
(2) what will happen to business when 
it does start? 


When Will War Come 


To give even an approximate date is 
either foolhardy or impossible. Let’s 
try, however, to analyze the circum- 
stances which can set off the fuse. As 
factors for war before next January, 
we find the following: 


(1) German western fortifications 
have been completed. 

(2) Faced with growing domestic 
needs resulting from export sacrifices 
and the economic instability occasioned 
by building a vast military machine, 
Germany realizes that the longer war is 
postponed, the more unstable its eco- 
nomic strength will become. 


(3) Germany is closer to completion 
of its military program than England. 
To wait much longer will give England 
the opportunity to catch up. 

(4) Germany believes in the “blitz- 
krieg” military theory that a thunder- 
bolt advance can be accomplished in 
the first few weeks of war which will 
engulf sufficient territory (Roumanian 
oil, Ukraine wheat and metals) to en- 
able her to continue the war thereafter 
with an upper hand. 


. (5) The strength of the association 
between Germany and Hungary assures 
Germany food and munitions. The 
agreement, because of Hungary’s geo- 
graphical position, also enables an ef- 
fective march to the Roumanian oil 
fields and the Ukranian food granaries. 


(6) The Franco victory must be util- 
ized quickly by the Rome-Berlin axis to 
secure the naval and military bases ex- 
pected from the Franco government in 
exchange for the Fascist services. The 
longer the time elapses, the less the two 
nations will get. Already British dip- 
lomacy has succeeded in weaning back 
Portugal and in making the island of 
Minorca antiseptic. The trend of diplo- 
matic successes is today away from the 
colored shirts. 


Factors Against War 


(1) Germany and Italy have long 
counted on Japan sufficiently to engage 
Russia in the Far Eastern conflict so 
as to weaken Russia’s resistance to 
Czechoslovakian invasion. Japan’s 
bogging in the mire of China and grow- 
ing financial distress have seriously im- 
pressed Germany with the uncertainty 
of depending on Japan. 

(2) If the thunderbolt theory of quick 
military success were not achieved, Ger- 
many would not have food and raw 
materials necessary to withstand war of 
any duration, or even to feed her army 
for any length of time. 

(3) Italy is still not sure that if it 
precipitates a Mediterranean adventure, 
Germany will automatically assist. With 
Germany temporarily satiated and her 
interest definitely not in the Mediter- 
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oe numerous regulations govern the ship- 
ment of goods among countries and bring special 
and ever-changing problems to America’s foreign 
trade interests. 


The Foreign Department of the Chase National Bank 
at the head office in New York is a focal point of 
world commerce. Here, experienced officers keep in 
touch with overseas developments affecting American 
business. Here, correspondent banks have access to 
current trade information and reports on financial 
conditions covering all parts of the world. 


Our folder ““|\NTERNATIONAL TRADE AGREEMENTS,” Co7- 
taining in chart forma convenient reference to the hundreds 
of agreements under which a large part of world com- 
merce is conducted, will be sent to bank officers upon request. 


THE CHASE NATIONAL BANK 
OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 
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‘‘If there has been any ques- 
tion that continental war affects 
even the smallest of domestic 
businesses, that question has 
been almost completely dis- 
pelled. 

‘‘It is important, therefore, 
to have the answers to two 
questions: (1) When Will the 
‘great adventure’ start, and 
(2) What will happen to busi- 
ness when it does start?’’ 


ranean, the Rome-Berlin axis is begin- 
ning to cool. 


(4) The strong American attitude has 
injected a note of panic which was not 
anticipated in European diplomacy. 
American backing has enabled Dala- 
dier to put up a stronger front than 
was ever expected. Even Chamberlain 
doesn’t fold up his umbrella as quickly 
as he used to. 


(5) The money and munitions are 
concentrating increasingly on the side 


of the anti-fascist powers. Add to this 
the fact that the populace in the totali- 
tarian countries has still shown no es- 
pecial interest in warfare. 


If War Comes—Its Effect on Business 


(1) The first effect will be the col- 
lapse of international currencies, the 
panic flow of gold into the United States, 
the destruction of export markets and 
a marked change in the New Deal. 

(2) The New Deal: The commence- 
ment of hostilities on the continent in- 
volving any one of our former major 
allies will almost certainly result in a 
Roosevelt third term—but a third term 
inaugurated under war auspices will in- 
troduce a New Deal more nearly cut 
out to the pattern of business demands. 

(3) The tax developments will not, 
however, be cut to the business taste. 
If a spring war scare crystallizes into 
conflict, the Connally War Profits Tax, 
designed to prevent war-time profiteer- 


294 


ing—by payment through the nose— 
will get hurried backing from a large 
block of Isolationist Congressmen. The 
following changes in the taxing system, 
effective upon declaration of war, are 
proposed : 

Exemptions and Individual Rates: 
Single person, $800 instead of $1000; 
married person, $1600 instead of $2500; 
dependent’s allowance, $250 instead of 
$400. Individual normal tax rates, 10 
per cent. instead of 4 per cent. Indi- 
vidual surtax rates would start at 6 per 
cent. on incomes of from $1000 to 
$2000 and range sharply up to 80 per 
cent. on incomes over $50,000. 


Corporate tax would be high enough 
to force distribution of earnings, and 
would function similarly to the present 
undistributed profits tax. Starting at 
30 per cent. when the undistributed net 
income is 5 per cent. of the adjusted 
net income, it would increase to 77 per 
cent. where the undistributed net income 
is 23 per cent. of the adjusted net in- 
come. : 

(4) The Regimentation of Labor and 
Industry: Far more drastic and threat- 
ening than the Connally Bill is the May 
War Profits Bill, creating a one-man 
war-time dictatorship. This has already 
been approved by the House Military 
Affairs Committee. Under the May 
Bill: 

(a) Not only would men 21 to 31 be 
drafted, for military service, but the 
draft would be extended to all classes 
for work essential to the conduct of war. 
(b) The President could proclaim that 
no prices, costs, or compensations could 
thereafter be higher than those in effect 
on a date he would name. (c) He could 
designate services, resources, industries 
and security or commodity exchanges to 
be put under Government control. (d) 
Industrial executives would be required 
to register for draft into. Government 
service. 

The War Department already has an 
elaborate, zealously guarded plan, 
enumerating the specific industries and 
even the specific plants which can be 
taken over in war time. 

Passage of the May Bill is less as- 
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sured than enactment of a war profits 
tax. The bill is opposed strenuously 
by labor and liberal circles. Its ap- 
-proval by the House Military Affairs 
Committee indicates, however, that a 
sharpening of the international crisis, 
arousing Congressional demand for na- 
tional preparedness, may push the bill 
through. 


(5) As for the Draft: Members of 
the House and Senate Committees on 
military and naval affairs state there 
will be NO EXEMPTED CLASSES—no 
“indispensable” positions or occupa- 
tions. “All will go” is the general con- 
sensus. Disabled will be exempt from 
battle lines, but most of them will be 
required to perform some service in 
keeping with their disability. 

(6) What Will Happen to Exports: 
The Johnson Act forbids loans or 


credits to any foreign nation in default 
on its obligations to the U. S. The 
Neutrality Act prevents the shipment of 
war materials, or materials capable of 
military use, to any warring power; and 
compels the purchase of all other com- 
modities on a “cash-and-carry-basis.” 


Thus, if America is to retain a neutral 
peace, this peace will be paid for in 
heavy loss of business, with a resulting 
depression of domestic activity. And 
this, in turn, will result in a move on 
the part of business to force the repeal 
of the Johnson and Neutrality Acts, 
permitting America to reap the rich har- 
vests of foreign gold. And if THIS 
campaign succeeds, we'll be on the same 
road we travelled in 1914-16. 


If we maintain the Johnson and Neu- 
trality Acts, and the war drums start 
overseas, inventories of needed commod- 
ities will become expensive; but should 
the spark spread to the United States, 
or should the profits from somebody 
else’s war force repeal of the statutes, 
the inventories become valuable, despite 
the threat of profit-curbing laws. The 
commencement of a European war will 
be felt in the following order: 

(a) The stock market will drop tem- 
porarily; (b) the price of gold will 
rise; (c) after a short interval, the price 
of essential commodities and the stocks 


of firms producing them will rise, bring- 
ing an artificial war-time boom. 

As a long investment for the two con- 
tingencies of war and inflation, the ac- 
quisition of securities of companies 
producing, selling and maintaining in- 
ventories of essential war and peace- 
time commodities affords an excellent 
hedge, as well as an opportunity for 
profit. These include oil, rubber, steel, 
cotton, chemicals and, more specula- 
tively, the farm commodities. 


Industrial Mobilization 


Among the many steps which will be 
taken in the course of the national pre- 
paredness program during this session 
of Congress will be a concrete program 
for industrial mobilization in the event 
of war. 


In discussing the subject of industrial 
mobilization, let us for a moment glance 
at Senate Bill 2911 which was approved 
last May by the Senate Military Affairs 
Committee. 

The purpose of Senator Lee’s Bill 
(S. 2911) was clearly stated as follows: 
“The surest way to prevent this country 
from being drawn into a future war is 
to draft money as well as manpower. 
When the financial tycoons and large 
manufacturers realize that they will 
have to lend the bulk of the money 
necessary to finance the next war, at an 
extremely low rate of interest (1 per 


“If America is to retain a 
neutral peace, this peace will be 
paid for in heavy loss of busi- 
ness, with a resulting depression 
of domestic activity. And this, 
in turn, will result in a move on 
the part of business to force the 
repeal of the Johnson and Neu- 
trality Acts, permitting America 
to reap the rich harvests of 
foreign gold. And if THIS 
campaign succeeds, we’ll be on 
the same road we travelled in 
1914-16.”’ 
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cent.), they will hesitate to use the 
forces at their command to propagan- 
dize the general public into a war hys- 
teria. Thus we will have taken another 
step in the direction of peace by having 
removed one more cause of war.” 

To accomplish this purpose, the bill 
would require that each person lend to 
the United States Government an 
amount apportioned by the Government 
in accordance with each individual’s net 
wealth. Thus for the individual with 
$1000 to $10,000 net wealth, 5 per cent. 
would be subject to draft; 10 per cent. 
of the wealth of those having between 
$10,000 and $100,000 would be sub- 
ject to draft; and this would be gradu- 
ated until 75 per cent. of the net wealth 
above $100,000 could be secured by the 
United States Government in time of 
war for the payment of 1 per cent. in- 
terest. 


This bill is briefly analyzed above 
because it illustrates the statutes which 
will be proposed to tax capital in the 
event of war. And what seems irra- 
tional now can be enacted in some form 
in a period of pre-war hysteria and that 
period may arise when the “have-not” 


nations begin groaning again, and while 
Congress is in session. 

There is a 50 per cent. possibility 
that some type of war profits tax legis- 
lation will be enacted at this session of 
Congress. 


Imports and Exports 


If there is still any doubt as to the 
effect upon our business future, of war 
in the near future, even if restricted 
to Europe, may I quote Thomas J. Wat- 
son, president of the International Busi- 
ness Machines Corporation and _ presi- 
dent of the International Chamber of 
Commerce. 


. Mr. Watson emphasized that the mer- 
chandise we export and import even 
though small in proportion to our do- 
mestic consumption “represents the dif- 
ference between prosperity and depres- 
sion in the United States. 

“During one period last year, our 
imports were increasing faster than our 
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exports because, at the same time, our 
business at home was increasing faster 
than business in other countries. It 
was obvious that we had to import more 
raw materials to keep our industrial 
wheels turning. 

“At that time, there was considerable 
talk about this increase in exports and 
Secretary Hull’s trade treaties were 
criticized on that ground, but the critics 
had not weighed existing conditions. If 
we had stopped importing goods at that 
time, the automobile industry, for in- 
stance, would have had to close its 
doors. That would have affected the 
lives of between six and seven million 
people who are employed directly or 
indirectly in that industry. Forty dif- 
ferent ingredients are imported from 57 
different countries for the purpose of 
making steel and other metals required 
in the manufacture of automobiles. We 
had to import rubber to make auto- 
mobile tires because we do not produce 
a pound of it, while we consume more 
than 50 per cent. of the world’s pro- 
duction. 


Importance of Tin 


“Likewise, in this country, we pro- 
duce practically no tin but we consume 
considerable of it. Suppose that we 
stopped importing it, how could we dis- 
tribute food, as we do today, to feed 
our people? Still, we give very little 
thought to the importance of tin in our 
economic life.” 


© 
POLICING OUR MERCHANTS 


More than 700 bills regulating retail 
distribution were introduced in Congress 
last year. That was twice the number 
that related to the control of crime. It 
has come to the point that a dealer, or 
“speculator” as he is called in Russia, 
is made to bear the stigma of at least a 
potential criminal. With fourteen “con- 
sumer” agencies of his Government 
propagandizing his customers, telling 
them that he is a man to be watched, 
the result is no surprise.—Nation’s Busi- 
ness. 


THE BANKERS MAGAZINE for April, 1939 





Cheeking Account Possibilities 
and Limitations 


By Anpre J. PERRY 


Auditor and Assistant Cashier, 
First-Fond du Lac National Bank, 
Fond du Lac, Wisconsin 


N administering the operation of a 
commercial department, it is neces- 
sary that we keep both ears open 

for the demands of the public. Reliable 
figures show that approximately 80 per 
cent. of a bank’s business is through its 
commercial department, or it might be 
better to say that 80 per cent. of the 
public’s contact with a bank is through 
the commercial window. For this rea- 
son we must always remain willing to 
inaugurate every reasonable service 
which will inure to the benefit of the 
public in general. 

Checking accounts as we know them 
resolve themselves into two groups, the 
first being the ordinarily accepted com- 
mercial account, which undoubtedly 
most of us use. The second is the more 
recently developed “pay-as-you-go” 
plan, with its several operating varia- 
tions. 

When the average man enters the 
bank to open an account, he does not 
care whether you have a new machine 
which saves 10 per cent. in posting 
time, or that your transit department 
operates so efficiently that you save a 
half day on collections. Many times 
he doesn’t even care whether he gets 
his statement on the first of the month 
or the twenty-first. All he wants to 
know is what requirements must be met 
to maintain a checking account with 
your institution; how much it will cost 
and what privileges he will have. Of 
course your own operating efficiency 
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‘‘When the average man en- 
ters the bank to open an account, 
he does not care whether you 
have a new machine which saves 
10 per cent. in posting time, or 
that your transit department 
operates so efficiently that you 
save a half day on collections. 
Many times he doesn’t even care 
whether he gets his statement on 
the first of the month or the 
twenty-first. All he wants to 
know is what requirements must 
be met to maintain a checking 
account with your institution; 
how much it will cost and what 
privileges he will have.’’ 


will be reflected in your requirements 
and cost, but this is not primarily im- 
portant to the depositor. 


Today’s Market 


In 1930 there were 24,186 banks and 
in 1937 there were only 15,758 banks, 
a reduction of 38 per cent. in the num- 
ber of units serving a population which 
had increased eight million during this 
same period. Also in these years many 
young men and women started to be 
income producers and accepted respon- 
sibilities, but they have grown up to 
believe that a checking account is only 
available to the more affluent. Few 
will even take the chance of making in- 
quiry at the bank because of its austere 
reputation. 

Just how in the world is a young fel- 
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In this article, which is part 
of a recent address, Mr. Perry 
brings up a number of questions 
usually asked by bankers who 
are considering the addition of 
‘*pay-as-you-go’’ accounts to 
their banks’ services. 

We have, therefore, asked the 
country’s foremost authority on 
the ‘‘pay-as-you-go’’ plan—Mr. 
Alexander Efron, vice-president 
and cashier of The National 
Safety Bank and Trust Com- 
pany of New York—to answer 
these and other common ques- 
tions regarding this service. 

Mr. Efron’s article imme- 
diately follows this one. 


low with responsibilities, earning thirty 
dollars a week, ever going to get far 
enough ahead to make a $100 original 
deposit? No one to my knowledge has, 
up to the present time, attempted to ex- 


plore the potential business available 
from the people in the lower income 
brackets, but there must be many valu- 


able and reliable ‘customers in this 
group. Why isn’t the school teacher, 
truck driver or store clerk as reliable a 
customer as the merchant or doctor? 
Naturally they may have to watch their 
pennies more closely, but for my part 
I am unable to see how the average 
bank can lose if it serves this group and 
operates under a service charge sched- 
ule set up with an adequate knowledge 
of operating costs plus a reasonable 
profit. It is a well worn remark, but 
nevertheless true, that the young man 
of today is the business man of tomor- 
row. There may still be a few who be- 
lieve checking services should not be 
made available to those unable to main- 
tain required balances, but the very fact 
that checks are the most economical 
method in the transfer of funds, makes 
it imperative that this service be broad- 
ened. 


298 


Extension of Service 


The extension of our present system 
into the lower income brackets seems to 
offer the greatest possible field for our 
checking account operation; both from 
the point of view of satisfying a public 
need and creating operating income. 

Predicating the following suggestion 
on the assumption that your bank has 
an adequate service charge schedule, I 
ask you to satisfy your own curiosity 
as to how valuable an account is. Go 
to your individual ledgers and pick out 
an account with a $1000 average bal- 
ance. Figure your profits on this ac- 
count; then take a fifty dollar account 
and do the same. Will the $1000 ac- 
count bring you more income than 
twenty fifty dollar accounts? 


Recently many banks have felt the 
need to serve the smaller income group; 
however, for one reason or another they 
did not wish to include these customers 
in their present commercial books, so 
they instituted “pay-as-you-go” plans. 
As far as I have been able to ascertain, 
most of these plans originated in the 
eastern banks and for the most part 
these same banks still are the leaders 


in the field. 
‘‘Pay As You Go’’ Systems 


It is not my purpose to compare the 
variations of “pay-as-you-go” systems 
minutely. However, I would like to set 
forth the salient features of the more 
commonly accepted plans. In one sys- 
tem we find the customer purchasing 
outright a book of twenty or twenty-five 
checks, paying for them in advance at 
a set price per check. These checks are 
numbered and an account is set up bear- 
ing the same number, to which the 
checks are charged as long as there are 
sufficient funds to meet the withdrawals. 
From an accounting point of view, this 
is a very simple and inexpensive way 
to handle the account. A second varia- 
tion is to add a fixed charge to the 
amount of the check or deduct the 
charge from the deposit at the time of 
posting. Still another plan provides 
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that the customer purchase the check 
at the bank, as one now does a money 
order or cashier’s check, the only dif- 
ference being that the check is signed 
by the purchaser rather than an officer 
of the bank. Obviously the legal status 
of the check is also different when not 
drawn against bank funds. 

All of the “pay-as-you-go” systems of 
which I have knowledge pre-suppose 
the use of a check easily distinguishable 
from those used for the standard com- 
mercial accounts. Here again, the bank 
is looking at the problem from the ac- 
counting side. The question in my 
mind is, how does the customer like to 
be earmarked as being less substantial 
than his neighbor? 

The advantages recommending “pay- 
as-you-go” plans are much the same as 
those set forth in my proposal to reduce 
original deposit requirements. Namely, 
if you have a proper cost system the 
public will compensate you, and in ad- 
dition, a greater number of people will 
come in contact with your bank, thereby 
enlarging your potential customers for 
other departments. Coincidental with 
enlargement, a better control of your 
banking area is gained. Finally, the 
accounting features are simple and in- 
expensive. However, in my observation, 
a number of banks appear to have 
offered “pay-as-you-go” systems as a 
stop-gap for lost income in other fields, 
and not with the idea of being per- 
manently associated with this new group 
of customers. I believe this 
wrong outlook, for once we have estab- 
lished the association we cannot con- 
sider it a “trial balloon.” The public 
may terminate it through preferring an 
alternative, but the banker may not ter- 
minate it without untold harm to his 
prestige. With all that has been said 
in recommendation of expanding a 
bank’s commercial field, I do not be- 
lieve that one should lower requirements 
blindly, or inaugurate a new type of ac- 
count simply because you are told there 
is a pressing need for more public 
service, or that you have a great op- 
portunity for increased income. 
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Analyze the Situation 


First of all you must ascertain 
whether your bank can handle addi- 
tional business at a profit. Will you 
have to increase personnel? Will you 
need new mechanical equipment? Are 
your banking quarters adequate for in- 
creased lobby activity, for undoubtedly 
there are more Saturday morning cus- 
tomers in the lower income brackets. 
Granting that few of us have reached 
the point of diminishing return, does 
your particular community need new or 
additional services? It is quite conceiv- 
able that there are banks located in 
well-to-do areas where such a service 
would only prove a costly experiment. 
Make an analysis of your situation. 

Secondly, and this applies primarily 
to “pay-as-you-go” plans, will a new 
system affect your present commercial 
department unfavorably? It should be 
remembered that it would not be equi- 
table to permit one customer to write 
five checks for fifty cents and charge 
another a maintenance cost of fifty cents 
plus a per item charge. As soon as 
several schedules of charges appear in 
one institution it becomes increasingly 
difficult to explain or justify any one 
of them. Refer to the banker from the 
small community and ask him what hap- 
pens when he tries compensating inter- 
est charges on loan risks. It is danger- 
ous to make differentiation, yet some 
banks have done it because they felt it 
was less disturbing than to change ex- 
isting regulations. It is a subject that 
merits a great deal of thought. 

I feel that wherever it is possible and 
whenever it is profitable, banks should 
make all their facilities available to 
everyone, but under all circumstances be 
certain that charges are equitable, for 
discrimination will soon penalize you. 
As Nathan Appleton said: “Favor and 
benevolence are not the attributes of 
good banking. Strict justice and the 
rigid performance of contracts are its 
proper foundation. No expectation of 
forbearance or indulgence should be en- 
couraged.” 
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“No Minimum Balanee”’ Checking 
Account Experience 


By ALEXANDER EFRON 


Vice-President and Cashier, 
The National Safety Bank and Trust 
Company of New York 


T was Jonathan Swift who wrote, 
“He was a bold man who first eat 
an oyster,” and it was with a some- 

what similar spirit of hardihood that, 
in June 1935, The National Safety Bank 
and Trust Company first announced its 
CheckMaster Plan. It invited any man 
or woman to open a checking account 
with no minimum balance required, 
with an initial deposit as little as $1, 
the only charge being 5c for each check 
drawn and each item deposited, and 
free checkbooks issued. 


Although at the outset some of the 
banking fraternity threw up _ their 
hands, that first audacious venture into 
the pay as you go checking service has 
resulted in many hundreds of no mini- 
mum balance departments in banks, 
large and small, throughout the coun- 
try. Today, close to a million checking 
depositors are being accommodated, 
after only four years, in these depart- 
ments—nearly a million people who 
ordinarily would never have considered 
using checking facilities. 

These four years of experience have 
brought forth many interesting facts: 

A properly organized no minimum 
balance checking department which 
serves the public’s convenience brings 
to a bank an amazing volume of new 
depositors, a healthy source of new 
revenue, a multitude of new contacts 
which will stimulate the use and growth 
of every department in the institution, 
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‘“‘A properly organized no 
minimum balance checking de- 
partment which serves the pub- 
lic’s convenience brings to a 
bank an amazing volume of new 
depositors, a healthy source of 
new revenue, a multitude of new 
contacts which will stimulate the 
use and growth of every depart- 
ment in the institution, and an 
incalculable amount of valuable 
good will to the bank for the 
added service it is rendering the 
community.’’ 


and an incalculable amount of valuable 
good will to the bank for the added 
service it is rendering the community. 

Such an incoming stream of new life 
blood is vital to the development of 
any bank. Today the alert, realistic 
banker realizes that it has become: in- 


-cumbent upon him to bring in such new 


customers, to penetrate new fields of 
service—to reorientate his bank to’ the 
changed conditions of a world in tur- 
moil and upheaval. 

The overwhelming response from the 
public, coupled with the additional 
revenue this service brings, precludes 
the necessity for any serious discussion 
as to the permanence or future of the 
movement. 

However, there are some questions 
which apparently invariably arise in a 
banker’s mind when he ponders the ad- 
visability of no minimum balance 
accounts for his own institution. 
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Present Service Charges 


His first thought most of the time 
positively affirms: 

“Our present service charges are ade- 
quate and flexible enough to be applied 
to any checking account.” 

Experience and facts on hand today, 
however, show that frequently such an 
assumption is based on a misunder- 
standing, inasmuch as individual needs 
vary and the ability and desire to pay 
for services vary also. 

To serve the greatest number of de- 
positors at the greatest profit to the 
bank is possible only when there are 
diversified services to fit the varying 
requirements of the community and 
meet the greatest number of individual 
needs. 

It is decidedly impractical to try to 
force into one mold of a single form of 
flat service charge the whole mass of 
your potential depositors. There exists 
a “no man’s land” peopled by millions 
whose needs are too limited’to warrant 
paying for the complete checking serv- 
ice offered by the commercial depart- 
ment, but who enthusiastically welcome 
no minimum balance checking facili- 
ties on a “pay as you go” basis. 


Possible Transfers 


Another question frequently worries 
the banker: 

“If I install no minimum balance 
services, won’t I suffer a heavy volume 
of transfers from my commercial de- 
partment?” 

Definitely not. The experience of 
many bankers as well as of the writer 
(in the National Safety Bank & Trust 
Co.) shows these transfers are negli- 
gible. An inconsequentially small num- 
ber of all the new pay as you go 
accounts come from the commercial de- 
partment, and most of those few a wise 
and conscientious banker prefers to 
serve in the new department. 

A recent comment from a fellow 
banker in the East is significant: 

“We have almost as many new Check- 
Master accounts transferring after a 
period of two or three months to regu- 


lar checking accounts, as we have 
switches from our regular checking: 
account department to the Check- 
Master.” 


Type of Customer 


A few bankers have expressed another 
doubt which has also been completely 
dispelled: 

“Won’t I get an undesirable element 
if I open a pay as you go department?” 

By no means. Nothing has been more 
revealing than the character and calibre 
of these depositors. 


Not even all bankers appreciate the: 
measure of the toll wrought from the 
great white collar class in the finan- 
cial cataclysm of the dramatic decade 
since 1929. 

Quoting from a letter of a Connecti- 
cut banker in a large industrial city: 

“Contrary to general opinion (among 
the uninformed), the plan attracts a 
very high type clientele-factory super- 
intendents, department heads, paymas- 
ters, chemists, accountants, office and 
store managers, small tradesmen, crafts- 
men, school teachers and home makers.” 

The no minimum balance depositor 
is definitely a customer, you are glad 
to have in your bank. He does NOT 
come from the lowest income brackets. 
He usually represents that substantial 
middle class group which is the back- 
bone of the American economic system. 
No-minimum-balance checking service: 


‘‘The no-minimum-balance de- 
positor is definitely a customer 
you are glad to have in 
your bank. He does NOT come 
from the lowest income brackets. 
He usually represents that sub- 
stantial middle class group 
which is the backbone of the 
American economic system. No 
minimum balance checking serv- 
ice helps these people tremend- 
ously to retain an important 
pre-depression convenience.’’ 
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‘“We are living in a ‘pay as 
you go’ age. The national in- 
come at today’s lowered level 
makes it more imperative to 
cater to the customer in accord- 
ance with this theory towards 
which the middle class is par- 
ticularly responsive. Install- 
ment and credit financing have 
educated people in this direc- 
tion.’’ 


helps these people tremendously to re- 
tain an important pre-depression con- 
venience. 

“Will these no minimum balance de- 
positors conduct themselves properly?” 

Assuredly. A man’s bank balance is 
never a reliable guide to his character. 
Even in a melting pot like New York, 
our relationship with tens of thousands 
of CheckMaster accounts over a four 
year period has been most satisfactory. 
Other banks find this equally true. The 
average wage earner is fundamentally 
honest. 


Adequacy of Charge 


“Will the department be self support- 
ing and is a 5c per item charge suff- 
cient?” 

We are most familiar with a large 
number of the many CheckMaster de- 
partments in various communities. These 
departments are money makers. The 
astounding figure of one million dollars 
gross income in four years in the Check- 
Master department alone is a matter of 
record in The National Safety Bank & 
Trust Co. of New York. 

Any departure from precedent in a 
profession as conservative and as 
strongly geared to tradition as banking 
is naturally accompanied by a certain 
amount of skepticism. The further, 
however, pay as you go banking de- 
velops the more convincing the data 
becomes. 

It must always be borne in mind that 
pay as you go checking service allows 
the customer, for the fee of 5c, only the 
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privilege of making deposits, issuing 
checks and receiving four statements a 
year. This limited service answers the 
requirements of the depositor and per- 
mits a simplified and more economical 
handling technique and a more econo- 
mical bookkeeping procedure than the 
regular commercial checking service. 

Any additional needs or services are 
charged for separately. 


Added Benefits to Bank 


“‘What are the collateral benefits to a 
bank, if any, in having a no minimum 
balance department?” 

It is impossible to do business with 
masses of people in a sound and con- 
scientious manner without benefiting 
from these contacts. Banks have services 
to sell. The more people that use your 
bank, the greater the opportunities to 
sell these services. No minimum bal- 
ance depositors are the logical pros- 
pects for every other department of 
your bank. They cannot fail to stimu- 
late activity in thrift departments, safe 
deposit boxes, personal loans and other 
services which a bank may render. 

A gratifying proportion of the pay 
as you go depositors are found to grad- 
uate into regular checking accounts. 
Nothing remains static. Man’s condi- 
tion changes and often over a period 
of comparatively few years. If you 
have established a banking relationship 
with a customer when he is in modest 
financial circumstances, you will reap 
the benefits of this relationship as his 
economic status improves. 

We are living in a “pay as you use” 
age. The national income at today’s 
lowered level makes it more imperative 
to cater to the customer in accordance 
with this theory towards which the 
middle class is particularly responsive. 
Installment and credit financing have 
educated people in this direction. It is 
for this reason that the CheckMaster 
Plan has accepted the principle of the 
real “pay as you go” method as against 
that of selling the checkbook to the de- 
positor for a flat amount in advance. 
We feel that we are justified in our 
views. 
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Survey the work of each em- 
ployee to determine whether 


your present system delays 


the flow of items 


Look for the “Bottlenecks” 


If any department or individual is obliged to be 
inactive when work “clogs” at some other point, 
the cause of the bottleneck should be discovered. 
A slight change in equipment or routine may 
insure a more even flow of work. 


Look for the “Peaks” 


Is your proof department forced to handle all 
items at the same speed during peaks, or can 
part of the work be held over until after the peak? 
If not, the flow of rush items through the proof 
department must be delayed. Newer systems 
and equipment will permit giving certain items 
the right of way. 


“These short-cuts 
will save time in 


our bank” 


Look for Correct Adding Machine 
Operation 

Your adding machine operators may not be using 
the fastest method. With the Burroughs Short- 
Cut Method of listing and adding amounts, speed 
is obtaingd by eliminating needless operations. 


Look for Needless Figure Handling 


If your operators are obliged to handle the same 
figures two or three times, it will pay you to 
investigate two-total machines which accumulate 
the grand total or net result automatically while 
the operator makes the individual calculations. 


There is an easier, simpler way to handle many bank 
accounting jobs. Let Burroughs help you find it witha 
job analysis. Telephone the local Burroughs office today. 


BURROUGHS ADDING MACHINE COMPANY 
DETROIT, MICHIGAN 


SEND FOR 
THIS 
BOOKLET! 


—— . — EE — 


For the executive con- 2 = 
cerned with the problem ae = ooo ¢ 
of conserving clerical ae mS . eae * 

hours, this new booklet } ; “ F 

contains many specific ; : ; : : 
adjusting office routine. Him 2 1. 

Send for your free copy. : : ; 
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EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 


McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 


Forty-Two Broadway, 


A president of a Long Island bank 
has expressed this thought in this 
fashion: “Selling the checkbook is a 
prime merchandising error: A man will 
pay a fee as he uses the service without 
any hesitancy, but if he has to pay $2.00 
for a checkbook when it is handed to 
him, that is a horse of a different color.” 

In either case, the type of people who 
are the users of no minimum balance 
service is the same; but the conven- 
ience of the customer is much better 
suited when he does not have to pay in 
advance. 

Statistical data indicate that banks 
develop new accounts at a faster rate, 
with more good will and with léss sell- 
ing resistance when they permit the 
depositor to pay as they use. 

There is no getting away from the 
fact that the American public wants no- 
minimum-balance checking service and 
needs it urgently. As originators of the 
CheckMaster Plan we were nothing less 
than astounded at the response it had. 
Other bankers have now been frank to 
admit that they also completely under- 
estimated the potentialities of their own 
markets. Almost any banker will agree 
with the experience after he has faced 
these facts in his own territory. 

Only a few days ago one of the oldest 
and largest banks in New York made 
the following statement. “It is not 
enough merely to conserve existing in- 
vestments and to watch yesterday’s 
loans. Bankers cannot operate their 
businesses successfully unless they keep 
an open mind for new and worthy 
ventures.” 
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New York City 


As Grover Cleveland said of a com- 
pletely different matter: “It is a condi- 
tion which confronts us—not a theory.” 


10) 
NEW METHODS NEEDED 


“Tus America of ours has undergone 
many changes in recent years, and we 
cannot follow exactly the same paths 
we have in the past. It is my belief that 
no one can continue to be very success- 
ful who simply keeps on doing things 
in a certain way because of old estab- 
lished customs. It is necessary that we 
adopt new methods and new systems to 
meet the present trends in banking. 
This of course requires a different tech- 
nique than was applied ten years ago, 
but we must realize that the old philoso- 
phy that we must either go ahead or 
slip back still holds good. Let us firmly 
resolve that we will all do our part to 
make this profession of ours more 
worthy of its name and by so doing 
make our own communities a little bet- 
ter place within which to live.”—Frank 
P. Powers, president, Minnesota Bank- 
ers Association. 


“_ 


Business is the thing that produces all 
salaries, wages and profits. But for 
some strange reason business in this 
country has been regarded for some time 
as the enemy, rather than the servant 
of the people. The fact that it is the 
thing by which we live has been 
strangely overlooked.—Philip A. Ben- 
son, president, American Bankers Asso- 
ciation. 
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THE OUTLOOK FOR 
GOVERNMENT BOND PRICES 


By Gusriep FREUND 


HE future of Government bond 

prices has caused great concern 

among banks, investing institutions, 
and institutional investors. Many 
rumors have reached the ears of bond 
experts, who, on the basis of such in- 
formation, are definitely of the opinion 
that there will be a decline in the prices 
of Government obligations within a 
short period of time. 


This problem, despite the consider- 
able discussion it has evoked from in- 
terested groups, has not yet been com- 
pletely and carefully analyzed. It might 
be worthwhile to study some of the ar- 
guments presented, and to judge the 
merits of each. 

One reason advanced for such prob- 
able occurrence is the possibility of ac- 
tion on the part of the Board of Gov- 
ernors of the Federal Reserve System to 
raise the legal reserve requirements in 
view of the record amount of excess 
reserve balances in existence. If such 
a policy is adopted, as was the case in 
August, 1936, and in the early part of 
1937, it is claimed that there will be 
a break in the Government bond market 
due to a necessitated sale of bonds by 
the banks. This was the case in March 
of 1937, and it is to be expected that 
a similar course of action will be taken 
by the banks at the present time. Al- 
though there is no doubt that the prices 
of such bonds would be affected if this 
step were taken by the Federal Reserve 
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Mr. Freund, who is a member 
of the Research Department of 
the Institute of International 
Finance, gives his personal an- 
alysis of the subject in this 
article. 

In his opinion: ‘‘There is no 
definite basis for assuming that 
there will be any decline in gov- 
ernment bond prices. Once the 
large banks realize this, they 
will be in a better position to 
increase their earnings to some 
extent.’’ 


authorities, it is very doubtful whether 
it shall be carried out. 


Deflationary Effects of Sudden Re- 
serve Changes 


The Board of Governors fully real- 
izes the disastrous deflationary condition 
which resulted from the increase in re- 
serve requirements in 1937. In view 
of past experience, therefore, it is quite 
unlikely that such a measure will be 
attempted just as business seems to have 
reached the recovery stage. The Board 
cannot afford to open itself to criticism 
again after the incident of 1937. An- 
other reason why required reserves are 
not likely to be raised is that business 
is by no means in any inflationary stage, 
and there would be no excuse on the 
part of the authorities for adopting such 
policy. 

Another causal factor for a recession 
in Government bond prices is said to 
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‘‘Although a large volume of 
new security issues may be 
forthcoming in the near future, 
it is doubtful whether Govern- 
ment bond prices will be affected 
to any material extent. This is 
due to the fact that the large 
insurance companies in the 
United States have adopted a 
policy of buying high-grade 
security issues outright, such 
issues never reaching the hands 
of the public. Thus the security 
market would remain in the 
same relative position as at 
present, and investors will still 
have to buy government bonds, 
since they would be the only 
high-grade investments avail- 
able.’’ 


be the coming rise in commercial bank 
loans due to a material increase in busi- 
ness activity in the latter half of 1939. 
The argument is being presented that 
a rise in such loans will necessitate the 
sale of bonds by the banks to enable 
them to have funds available for an 
ever increasing demand for commercial 
and industrial loans. This argument is 
erroneous, and should not be taken 
seriously by anyone. The amount of 
excess reserve at the present time is so 
enormous that the banks could handle 
any and all sound demands for loans. 
Even if the excess reserves are wiped 
out by the action of the Reserve author- 
ities, it is not likely that there will be 
any material rise in loans. As long as 
the Government continues its policy of 
incurring huge deficits through the sale 
of bonds to the banks, deposits are 
created which enable business to op- 
erate and expand without recourse to 
borrowing from the banks. 


Effects of Increased Capital Issues 


The idea that the increase in the vol- 
ume of new capital issues with the ex- 
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pected rise in business activity will ad- 
versely affect the Government bond 
market is another argument often heard. 
This is based on the fact that investors 
and banks will turn towards high-grade 
securities bearing a larger interest rate 
rather than continue their policy of buy- 
ing Government obligations. This ac- 
tion would tend to raise the yield on 
Government securities and eventually 
bring about an increase in interest rates. 
Although a large volume of new secu- 
rity issues may be forthcoming in the 
near future, it is doubtful whether Gov- 
ernment bond prices will be affected to 
any material extent. This is due to the 
fact that the large insurance companies 
in the United States have adopted a 
policy of buying high-grade security 
issues outright, such issues never reach- 
ing the hands of the public. Thus the 
security market would remain in the 
same relative position as at present, and 
investors will still have to buy Govern- 
ment bonds, since they would be the 
only high-grade investments available. 


Possible Further Dollar Devaluation 


The possibility of further devaluation 
of the dollar is still another argument 
advanced as a factor tending to increase 
the yields of Government obligations, 
since the psychological effect would 
cause a selling wave of such securities. 
This is not necessarily so, since it is 
more likely that the Government bond 
market would be in better position, as 
far as prices are concerned, after such 
action. Further devaluation of the dol- 
lar at the present time would give the 
Government an additional profit of ap- 
proximately two billion dollars. In 
such a case, the Government would be 
in a position to do anything that it 
wished as regards the Government bond 
market. The profit could be utilized in 
the retirement of the public debt already 
outstanding, such action creating a 
scarcity of bonds. This would result ix 
a sharp rise in the prices of Govern- 
ment securities already outstanding. 
Another possibility might be the addi- 
tion to excess reserves of member banks 
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of such profit, which would tend to 
strengthen the demand for Government 
securities. Still different action might 
be taken by the authorities in that bonds 
could be bought back from the Federal 
Reserve banks, and they, in turn, would 
engage in open market operations tend- 
ing to raise prices of Government ob- 
ligations through increased demand. 
Although the possibility of further de- 
valuation is very remote, it can be defi- 
nitely stated that its effect on the bond 
market would depend entirely upon 
what is done with the profit derived 
from such action. 


Probable Course of Interest Rates 


Another rumor accounting for the 
coming decline in Government bond 
prices is the expected rise in interest 
rates in the near future. It is held that 
the increase in business activity will 
stimulate additional borrowing which 
will result in a rise in the level of 
money rates. Although this is quite 
possible, it is not probable that this 
will take place for some time to come. 
At present, as was pointed out before, 
the banks possess a great quantity of 
excess reserves, and material borrowing 
activity would have to take place before 
any noticeable effect on the rate struc- 
ture would occur. Also, as long as the 
Government finances its deficits through 
the sale of bonds, it will be the policy 
to maintain easy money rates. This 
will be to the Government’s best inter- 
ests since it will be able to dispose of 
the bonds at low yields. Inasmuch as 
President Roosevelt has forecast a sub- 
stantial budgetary deficit for the coming 
fiscal year, it is unlikely that the mone- 
tary authorities will allow any increase 
in the level of money rates. In fact, 
it is rather to be expected that the Fed- 
eral agencies will take definite meas- 
ures to assure the Government of low 
rates to aid its future borrowing. 

It may be stated, therefore, that there 
is no definite basis for assuming that 
there will be any decline in Government 
bond prices. Once the large banks 
realize this, they will be in a better 


‘‘At present, the spread be- 
tween the Treasury bill rate and 
the Government bond rate is 
abnormal because of the fact 
that most banks are buying bills 
instead of long-term bonds in 
order to be in a liquid position 
when rates rise. Since it is un- 
likely that this will happen, it 
would be advantageous for the 
banks to shift from Treasury 
bills into long-term bonds.’’ 


position to increase their earnings to 
some extent. At present, the spread be- 
tween the Treasury bill rate and the 
Government bond rate is abnormal be- 
cause of the fact that most banks are 
buying bills instead of long-term bonds 
in order to be in a liquid position when 
rates rise. Since it is unlikely that this 
will happen, it would be advantageous 
for the banks to shift from Treasury 
bills into long-term bonds. 


© 


DEATH AND TAXES 


THE old adage about the certainty of 
death and taxes is sometimes cited with 
the observation that we cannot check 
death, but we can reduce taxes. 

Just the opposite is happening. 

In 1900 our national tax rate—the 
ratio of taxes to national income—was 
8 per cent. Now it is more than 22 
per cent. 

Meanwhile, our death rate has gone 
down from 17.6 persons per 1,000 
population in 1900 to 11.2 persons 
today. 

The burden of taxation is nearly 
three times as high as it was a genera- 
tion ago. The death rate is one-third 
less. 

In other words, we have accomplished 
the impossible while failing to do the 
possible-—Chamber of Commerce of the 
United States. 
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ORGANIZATION OF PERSONNEL 


By O. M. Hisier 


Vice-President and Cashier, 
Phoenia State Bank and Trust Company, 
Hartford, Conn. 


RGANIZATION of personnel be- 

gins with the hiring of employees. 

I believe that in most banks this 
job receives too little attention. My ob- 
servation is that this work is usually 
done by a junior officer or chief clerk 
who, in most cases, has no final author- 
ity over the employee after he has been 
put on the pay roll. The officer who 
hires the employees, and in my opinion 
he should be a senior officer who has a 
liking for and an interest in people, 
should have full authority over all em- 
ployees of the bank and should have 
complete control over the transfer of 
employees from one department to an- 
other. His opinion should carry most 
weight when consideration is given to 
salary changes. His responsibility for 
operating results should be to the presi- 
dent only—to no one else. A smoothly 
run organization cannot be maintained 
unless the operation officer has a free 
hand to follow his own judgment as to 
promotions, employee transfers from 
one department to another, and all other 
matters having a direct effect upon the 
employee’s welfare or working condi- 
tions. No man should be held account- 
able for the lack of results if he has 
not had a free hand to produce them. 
Some banks assign these responsibilities 
to a committee, which seems to me a 
sure way to promote politics, dissension, 
and general dissatisfaction among the 
employees. Furthermore, if decisions 
are made by a committee no individual 
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‘‘Up until a few years ago, it 
was thought that all that was 
necessary to make money in the 
banking business was to avoid 
bad loans. In most cases that 
was true, as there was no diffi- 
culty in loaning and investing 
funds at rates substantial 
enough to pay losses, all ex- 
penses, and liberal dividends, 
and have a comfortable margin 
left over. 

‘‘For a bank to do that today 
requires the best operation man- 
agement, if a conservative in- 
vestment and loaning policy is 
to be maintained. 

**To produce good operation 
management, I know of nothing 
more important than an effi- 
cient, loyal group of em- 
ployees,’’ says Mr. Hibler in 
this article which formed the 
basis of his recent address at 
the Eastern Regional ABA Con- 
ference in New York. 


is responsible for results and an excel- 
lent opportunity exists to “pass the 
buck.” 


Applicants 


Every bank needs employees with 
sound backgrounds, ambition, good per- 
sonalities, and proper education. When 
a young man or woman is being con- 
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sidered for a position, he or she should 
be told of the disadvantages of the busi- 
ness, the most important ones being that 
the hours required are not from nine 
to three as commonly supposed, that the 
responsibility is great and at least dur- 
ing the early years of a bank employee’s 
service, his pay is likely to be less than 
he would be able to earn in some other 
line of business. If despite all this the 
individual has made up his mind that 
he wishes to work in a bank and make 
it his life’s work, he can be given con- 
sideration. Particular attention should 
then be given to his education, his pre- 
vious training, his personality and es- 
pecially his ability to get along with 
other people. There are too many bank 
employees who are unsuited to the 
business and to the particular work as- 
signed to them. To minimize this hap- 
pening in the future, we make it a policy 
to have a distinct understanding with a 
new employee that if, after one year’s 
service, we feel that he is unsuited to 
the banking business, his services will 
be terminated. If he has been carefully 
chosen, there is little likelihood that it 
will be necessary to part company with 
him at the year’s end. In our case this 
policy on the few occasions that a part- 
ing of the ways has been necessary, 
seems to have proven beneficial to the 
individual himself. 


Equipment 


Employees and officers alike must be 
provided with proper equipment and 
pleasant working conditions. A con- 
tractor would not expect a carpenter or 
cabinet worker to turn out a fine prod- 
uct unless equipped with fine tools. 
Every desk and working surface should 
have a proper amount of illumination 
and care should be given to the sound- 
proofing of walls and ceilings, as it has 
been proven beyond question that in- 
adequate light and unnecessary noise 
contribute to fatigue which causes errors 
—and errors in the banking business are 
likely to be costly. Bank employees are 
expected to do accurate work at all 
times and, in many cases it will be 
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found that machines have long since 
outlived their usefulness and should 
have been replaced years before. The 
employee is probably blamed too fre- 
quently for poor work when proper 
equipment would have solved the prob- 
lem. 

In our bank heads of departments 
are given a free hand to operate their 
departments. We are most concerned 
with results and so long as they are 
forthcoming, the head of the depart- 
ment follows his own judgment. 
Capable and conscientious employees 
need but little management. 


When I secured my first job in a bank, 
contrary to the ordinary routine of 
things, I was assigned to the statistical 
department, which today would prob- 
ably be termed the audit department. 
There were three employees in this de- 
partment, and our immediate superior 
was a gentleman whose character and 
personality were so dominating that 
even today I constantly recall and 
clearly remember many of his beliefs. 
This man had a decided influence in 
shaping my ideas as to employer and 
employee. After I had worked for him 
some eight or ten months, I asked per- 
mission to report for work on the fol- 
lowing Monday at ten a. m., explaining 
that I wished to visit my grandparents 
over the week-end and it would be im- 
possible for me to arrive at the bank 
before that time. I have never forgot- 
ten his answer. He pulled over a chair, 
asked me to sit down and said: “Young 
man, I don’t give a damn when you 
come to work or when you go home as 
long as you do the job.” Now, that 
statement just about covers my attitude 


‘The old rule of seniority 
applied in more cases than was 
good for the institution. Where 
two employees are being con- 
sidered for more important 
work, seniority should be domi- 
nant only if the capabilities, 
personalities, and responsibili- 
ties are the same.’’ 





‘There are too many bank 
employees who are unsuited to 
the business and to the particu- 
lar work assigned to them. To 
minimize this happening in the 
future, we make it a policy to 
have.a distinct understanding 
with a new employee that if, 
after one year’s service, we feel 
that he is unsuited to the bank- 
ing business, his services will be 
terminated. If he has been care- 
fully chosen, there is little likeli- 
hood that it will be necessary to 
part company with him at the 
year’s end.’’ 


towards those who work under my su- 
pervision. 

One of this same man’s beliefs, in 
which I heartily concur, was that the 
job should be more fun than most other 
things. It seems to me that the boss 
has most to do with making the job 
more fun than most other things, and 
I will mention a few of the things we 
do, which we believe make the Phoenix 
a good place to work. 


Insurance and Retirement Plan 


We provide group insurance for all 
officers and employees; the coverage 
starts at $500 at the end of six months’ 
service, then increases $250 per year 
until the maximum of $5000 is reached 
at the end of seventeen years.” The cost 
of this insurance to each employee is 
$6 per year. We have a retirement plan 
which, we believe, removes most of the 
cause for worry about the financial dif- 
ficulties of old age. Under the plan, 
any officer or employee, who has com- 
pleted a minimum of 15 years’ service 
at the age of sixty years may retire or 
the bank may retire him from service. 
Upon retirement, he is paid for the re- 
mainder of his life at the rate of 2 per 
cent. of the average salary paid to him 
during the last three years of active 
service, multiplied by the number of 
years’ service up to twenty-five. To ex- 
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press it more clearly, an employee who 
has served twenty-five years or more is 
entitled to retire on one-half the averag> 
annual salary paid to him during the 
last three years of his active service. 
The maximum retirement pay is $6000 
per year and the minimum $600. The 
plan is tied into our group insurance 
in such a manner that in cases where 
it is unnecessary or undesirable for an 
employee to continue to carry his in- 
surance coverage he may discontinue 
it, and thereby increase the amount of 
his retirement pay. The plan is carried 
at no cost to the employee and together 
with our group insurance is, I believe, 
as complete protection as can be given. 
At the moment we, together with other 
members of the Federal Reserve Sys- 
tem, are not required to participate in 
the Federal Government’s Social Secu- 
rity plan. Should we be included in 
that plan, it is likely that some modi- 
fication of our present plan will be 
necessary, although the total benefits 
provided to the employees should not 
be reduced. : 


Bank Club 


We fully realize that all work and no 
play would contribute little toward our 
efforts to make the job more fun than 
most other things. In partnership with 
our employees, we have the Phoenix 
Bank Club. Every officer and employee 
is a member of this club, pays dues of 
fifty cents each month, these dues being 
supplemented by a like amount from 
the bank for each club member. This 
club is under the control of employees, 
no officer of the bank being eligible for 
office in the club. Since the club was 
organized twelve years ago we have 
eliminated the “man with the hat” tak- 
ing up a collection for flowers or fruit 
for the employee who is ill, a wedding 
present for the girl who soon leaves our 
employ to be married, or for flowers for 
the funeral of some deceased member of 
an employee’s family. These necessary 
and desirable things are provided for 
from club funds and no one is embar- 
rassed by his inability to contribute as 
much as some other individual who is 
more fortunately situated. Before the 
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organization of this club we provided 
annual outings for our employees but, 
because of their infrequency, they were 
of little value in our efforts to have em- 
ployees from non-related departments 
become better acquainted. These an- 
nual outings have long since been dis- 
continued, and in their place we have 
four dinner dances or entertainments 
each year, all paid for from club funds. 


A. I. B. 


In Hartford, we are fortunate in hav- 
ing an unusually active chapter of the 
American Institute of Banking. Exten- 
sive educational facilities are offered to 
bank employees, and it is our policy to 
encourage them. to enroll in institute 
courses of study. We pay all expense 
of such courses if the employee success- 
fully passes his work. This makes it 
necessary for him to pay for the course 
in advance, and, as a service to the em- 
ployee, the club furnishes these funds. 
Upon completion of the course, his tem- 
porary accommodation is liquidated 
with funds provided by the bank. It 
might be of interest to mention that we 
never directly urge any individual em- 
ployee to enroll in such courses, al- 
though all know that we sincerely be- 
lieve in the value of such work. Seventy- 
two per cent. of our employees have 
completed courses or are at present do- 
ing institute work. 


Size of Staff 


To arrive at a proper number of em- 
ployees for a given job it is absolutely 
essential that a record be maintained 
of the volume of work handled. I find 
that few banks maintain such a record, 
and I can see no intelligent way to 
arrive at a proper assignment of work 
and a proper level of compensation for 
that work without such a record. When 
that has been determined, we should 
maintain a staff sufficiently large to 
cover absences due to vacations or ill- 
ness. In our own case, we find that on 
the average, including vacations, we 
we have four and a half people absent 
at all times. Accordingly, our force, 
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when all are present, is overstaffed. As 
a result, there is an opportunity for em- 
ployees to take the occasional day off 
which, to my mind, is both desirable and 
helpful to the employee and to the bank. 
I believe I am accurate when I say that 
no employee’s request for a day off has 
been refused during the past twelve 
years. However, this is possible only 
because our employees are responsible 
and. intelligent enough to know when 
it is reasonable for them:to be absent 
without disrupting the work of their 
departments. Occasionally our em- 
ployees ask for vacations longer than 
the usual two weeks, and it is our policy 
to grant leaves of absence to enable 
them to take the extra time off. It 
would seem to me it would be a mighty 
poor boss who could not arrange his 
affairs so that an employee could get 
the benefits and enjoyment from a trip 
or vacation of unusual length or char- 
acter. 


Salary Levels 


Probably something should be said 
about salary levels, and while I shall 
not indicate what I believe to be proper 
remuneration for different types of 
bank work, I unhesitatingly say that 
better than average pay produces better 
than average work. If we have used 
great care when we hire an employee, 
he is better than average and, conse- 
quently, he deserves better pay, not only 
later on but from the moment he enters 


‘‘When a young man or 
woman is being considered for a 
position, he or she should be told 
of the disadvantages of the busi- 
ness, the most important ones 
being that the hours required 
are not from nine to three as 
commonly supposed, that the 
responsibility is great and at 
least during the early years of 
a bank employee’s service, his 
pay is likely to be less than he 
would be able to earn in some 
other line of business.’’ 

























our employ. Compensation should be 
based on responsibility, loyalty, ability, 
experience and of least importance, 
length of service. After an employee 
has been in our service for a number of 
years, we seriously consider what his 
value is likely to be in the years to 
come and as the building of our organ- 
ization for the future is of prime im- 
portance, we are glad to pay and do 
pay increased salaries to those indi- 
viduals whom we expect to carry 
greater loads in future years. 

I know of no more difficult problem 
in banking than the matter of promo- 
tions. From time to time, we shift em- 
ployees from one department to an- 
other, which increases the flexibility of 
the organization and enables them to 
get more experience and thereby become 
more valuable. We take great care to 
point out that these shifts from one job 
to another are not looked upon as pro- 
motions. In some banks, there still 


seems to be the old idea of a more or 
less straight line of promotion, this line 
beginning with the runner’s job, then 
to the bookkeeping department where 
the employee works on all ledgers, then 


to proof or clearing house work, then 
to the last cage of the teller’s line, up 
through that line to the discount de- 
partment, with a bit of general ledger 
experience on the way. When the dis- 
count department was reached, it was 
believed that the next step should be an 
official position. The old rule of sen- 
iority applied in more cases than was 
good for the institution. Where two 
employees are being considered for 
more important work, seniority should 
be dominant only if the capabilities, 
personalities and responsibilities are 
the same. In our own shop, we have 
no direct line of promotion. We try 
to give every man an opportunity to 
learn the work in every department. 


Selection of Officers 


In every organization there are a 
few young men who can assume respon- 
sibility and whose personalities are 
such that most of the people with whom 
they come in contact like them. They, 
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on their own, seek out better methods 
of doing things. They bring to your 
attention accounts about which they 
have some suspicion. They keep their 
eyes open for accounts to be placed 
under analysis. They go out of their 
way to make friends for the institution. 
They are neat and well-dressed. They 
are always ready to lend a hand to an- 
other employee when his load is un- 
usually heavy. It is never necessary to 
check up on them to find out if their 
job has been done well and on time. 
Your customers will stop and tell you 
what fine fellows they are and how 
pleasant it is to be served by them. 
These young men, and every bank has 
a few, are the ones to whom definite 
promotions should come. It is a wise 
boss who keeps in close touch with 
them. He will talk with these men fre- 
quently and learn the angles of the 
business in which they are most inter- 
ested. He will then strive to give each 
one an opportunity to follow the work 
which is of the most interest to him. 


Today, banks are confronted with 
more difficult problems than at any time 
for a great many years. Up until a 
few years ago, it was thought that all 
that was necessary to make money in 
the banking business was to avoid bad 
loans. In most cases that was true, as 
there was no difficulty in loaning and 
investing funds at rates substantial 
enough to pay losses, all expenses, and 
liberal dividends, and have a comfort- 
able margin left over. For a bank to 
do that today requires the best opera- 
tion management, if a conservative in- 
vestment and loaning policy is to be 
maintained. To produce good operation 
management, I know of nothing more 
important than an efficient, loyal group 
of employees. The rarest thing in any 
business is the employee who can see 
things to be done. It is not difficult 
to secure people to do routine tasks, but 
the man or woman who can see things 
to be done is rare and if you, in your 
organization, have people of this type 
do not neglect them as, in future years, 
they will carry the responsibilities now 
placed upon your shoulders. 
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IN WASHINGTON 


By Our WASHINGTON CORRESPONDENT 


ITH the first three months of the 
seventy-sixth Congress passing, 
legislative actions which impinge 
on banking crowd toward final action. 
While Secretary of the Treasury Henry 
Morgenthau and Secretary of Commerce 
Harry Hopkins are soothing business in- 
terests with fair words about taxes and 
cooperation, nothing of the sort ema- 
nates from them, or others, for the en- 
couragement of bankers, as_ bankers. 
Sad to relate, such patches of blue sky 
as are visible are only in relation to a 
general slowing up of an all-over re- 
form program which has, for so long, 
been promoted in, and by Washington. 
It would be pleasanter to report that 
banking interests are to be less worried 
by what Washington may do in the 
fields of agency reorganization, credit 
investigation, and monetary changes. It 
may be that banking’s skies will clear, 
but in March, the winds of encourage- 
ment are still cold—in fact, cold enough 
to cause bankers to shiver with the fear 
of what may happen if programs in- 
augurated are completed. 


Government Credit Extension 


For example, there seems to be a 
strange unanimity in the minds of a 
responsible section of official Washing- 
ton that bankers are unwilling to make 
good loans. At this writing at least 
six bills have been introduced designed 
to set up machinery that will speed the 
sort of credit that banks are not extend- 
ing. At least that is the plain implica- 
tion of all the measures, such as Repre- 
sentatives Voorhis, Patman, Allen and 
Senators Logan, Pepper and even Wag- 


THE BANKERS MAGAZINE for April, 1939 


*‘T need not tell you that there 
are still forces at work which 
threaten our banking system. 
Banks have often been charged 
with responsibility for the na- 
tion’s economic ills. Even now 
there are bills pending before 
Congress which, if enacted into 
law, will transfer the function 
of extending credit from private 
hands to politically managed 
government institutions to be 
created. While this is a threat 
to the business of private char- 
tered banks, it is also a public 
danger, for it would tend to in- 
crease the public debt and would 
result in losses being borne by 
the taxpayer.’’—Philip A. Ben- 
son, president, American Bank- 
ers Association. 


ner would like to see passed. The effec- 
tive lobbying activities of the American 
Federation of Little Business, plus the 
oft-repeated interest in the welfare of 
the hard-working “small business man” 
have brought a real threat forward to. 
established banking. 

Credit aid machinery as designed by 
Washington, with technical aids by 
favored legal technicians of certain of 
the newer agencies, would either “in- 
sure” loans that banks may grant or 
underwrite such loans through new 
“banks.” Whether either of these pro- 
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grams will survive, or a combination, 
is not as yet clear, but the threat to 
banking processes remain. Senator 
James M. Mead would have the Recon- 
struction Finance Corporation “insure” 
all manner of credit to “little business” 
men. He has a considerable following. 


‘‘Investment Bank Act’’ 


The “Investment Bank Act” has been 
introduced by at least three Congress- 
men with formal statements and sup- 
porting data by the organized lobby of 
“Little Business.” This calls for the 
inauguration of a series of banks where 
money would be available for long-term 
loans up to $100,000. The Treasury 
would “invest” in these banks and, it is 
hoped, so would private capital. Ac- 
cording to Senator Logan, the plan “is 
modelled closely after the Federal Home 
Loan Bank.” 


Price Control 


On the monetary front, there has been 
the usual insistence, by so-called liberals 
and correctly designated radicals, that 
the Federal Reserve Board seek to “con- 
trol” the price level and bring back the 
good times supposed to have existed 
in 1926. 

This month the Federal Reserve 
Board of Governors recognized the in- 
creasing efforts to enact such legislation 
by the issuance of a formal statement of 
their position. The Board of Governors 
denied that they could do what might 
be expected of them if such bills passed. 
They went further; they made it em- 
phatic that the theories were unsound. 
The reply to the Board’s calm reasoning 
was voiced by white-haired, politically 
experienced Senator Thomas, who said: 

“If the present Board does not have 
confidence in its ability to regulate the 
value of the dollar, then some other 
board with more confidence in its abil- 
ity should be appointed to supplant the 
present Board.” 

The Oklahoma Senator, shrewd, like- 
able, has influence at the White House. 
Senator Thomas is the author of the 
amendment which still stands, giving the 
President authority to issue up to 
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$3,000,000,000 in greenbacks. This 
amendment is among those that some 
conservative-minded Congressmen would 
like to see repealed. But the President, 
while denying that he expects ever to 
order the issuance of such money, said 
he wants the power, like a club hid in 
a closet—handy if necessary. 


SEC—Bank of America 


Of broad significance to all banks is 
the pending decision involved in the 
current test of strength between the Se- 
curities and Exchange Commission and 
Transamerica. The Bank of America, 
N. T. & S. A., having lost its initial 
effort to secure an injunction that would 
prohibit the SEC from making public 
certain data from examination records 
of the Comptroller’s Office secured 
through the Secretary of the Treasury, 
finally obtained a temporary injunction 
of the U. S. Court of Appeals for this 
district. It is expected that oral argu- 
ments will soon be made. The result- 
ing decision is expected to determine 
the status of banking under the Secu- 
rities and Exchange Act. 

Briefs filed by the bank and by the 
SEC are excursions into the history of 
the Comptroller’s Office and the estab- 
lishment of the National Banking Act 
and earlier attempts to break down the 
protection thrown around banking. In 
short, the bank holds that these statutes 
are still effective, making unlawful the 
disclosure of confidential examination 
data. The SEC court document which 
is signed by Thurman Arnold, Assistant 
United States Attorney General as well 
as the legal counsel of the Commission, 
is scornful of banking’s fear of investi- 
gation. It is repeated that, since bank- 
ing is not specifically named for exemp- 
tion, the SEC has the right to subpoena 
and secure such data as may be desired 
for public hearing when investigating a 
registered corporation. 


Trust Indenture Bills 


The Securities and Exchange Com- 
mission, officered with vigorous legal 
talent, is reaching out for further en- 
trances to banking’s house. The pend- 
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ing Barkley Trust Indenture Bill would, 
as has been earlier explained, place 
supervision with the Commission. After 
hearings and protests from scores of 
banks across the nation, supported by 
confidential reports criticizing the bill 
sent in by the Federal Deposit Insur- 
ance Corporation and the Federal Re- 
sere Board, this proposal seems on the 
way toward some compromise. This 
would not eliminate the SEC’s authority 
but somewhat temper it and, perhaps, 
share it with the Federal Reserve Board. 

Senators Herring and Townsend in- 
troduced a substitute for the original 
bill by Senator Barkley. They would 
place all trust indentures under the Re- 
serve Board, but it is unlikely that such 
a solution will ever be adopted by this 
Congress. The Senators are not SEC- 
minded and frequently too critical. 
Then, too, their substitute bill is short 
and simple and most bankers favor it! 


Deposit Insurance Increase 


Representative Steagall, Chairman of 
the House Banking Committee, and also 
Representative Sirovich, have introduced 


bills to raise the maximum deposit in- 
surance coverage from $5000 to $10,000. 
The measures are alike with the excep- 
tion that the latter Congressman has 
added a few lines designed to protect 
the FDIC from claims for $10,000 when 


the lesser amount is called for. Gen- 
eral application is during that interim 
period before the larger sum is effective 
after the bill becomes law. No particu- 
lar opposition is voiced to the bills. 
Only the big bankers have protested, 
mildly. This was because the big banks 
have carried the chief cost of insurance 
and had hoped for a possible reduction 
in their premiums. Increasing the cov- 
erage prevents any likely reduction for 
some time to come. 


Bank Agencies Reorganization 


Whether Senator Smathers will intro- 
duce his revised Banking Agencies Act 
now or wait, is not certain. It is known 
that he has a draft about ready for the 
public printer. It is, in effect, a re- 
organization bill for the various agen- 
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cies. If entered in the legislative race 
it will call for some shifting about of 
banking powers in an attempt to secure 
better balance and prevent the overlap- 
ping cited by the Federal Reserve 
Board’s Annual Report. The bill is not, 
however, inspired by the Board or spon- 
sored by it. 


Matters to Come 


A number of subjects earlier prom- 
ised by officials are yet to be started 
in the legislative race. At this date, no 
effort has been expended adequately to 
solve the problem of interlocking di- 
rectorates, although the Reserve Board 
called the matter to the attention of 
Congress. Further extension of time for 
the payment of loans to executive offi- 
cers of banks which must be liquidated 
by June 16 under present law, may be 
promoted. When J. F. T. O’Connor was 
Comptroller, he recommended no fur- 
ther extension. hence the prospect is 
none too bright. 


Question Marks 


There are question marks after taxes, 
after increase in the legislative limit on 
the public debt, after rumored expan- 
sion of the activities of the Federal 
Home Loan Bank Board’s members, af- 
ter continuation of the stabilization 
fund and silver purchasing, and whether 
the monopoly investigation will go on 
and on. On this latter proposal, one 
of the plans under consideration by the © 
committee, to be followed if funds are 
available, calls for a study of bank 
credit. Investigators would ask business 
men and bankers a series of questions 
relative to the granting of loans. Just 
how they would resolve the replies de- 
pends somewhat upon the purpose of 
the investigation. Unfortunately, there 
seem to be no bankers intimate with the 
program. The plan is being worked out. 
at the SEC. 


~_ 


FEDERAL LEGISLATION 
PENDING 


Following is a brief resumé of some 
of the proposed Federal legislation, di- 
rectly or indirectly affecting banking, 
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now pending. These and other bills will 
be discussed in greater detail, and de- 
velopments regarding them reported 
upon, in forthcoming issues of THE 
BANKERS MAGAZINE. 


Capital Loans to Small Business 


Bill introduced by Representative 
Brown (Ohio) H. R. 3520. 

Provides for amendment of section 
24 of the Federal Reserve Act to permit 
national banks to make capital loans to 
any business or industry. Such loans 
would be secured by a first lien on the 
property, in an amount not to exceed 
80 per cent. of the appraised value, or 
more than $500,000. Maturities would 
be allowed up to ten years, and interest 
rate could not exceed that permitted un- 
der section 85, Title 12 of the U. S. 
Code, which prescribes maximum rate 
national banks may charge on loans, dis- 
counts and purchases. The aggregate 
amount of such loans by any one bank 
would be limited to the amount of 
paid-in and unimpaired capital, plus 
unimpaired surplus, or to 60 per cent. 
of the time and savings deposits—which 
ever might be greater. These loans 
would be eligible for discount or pur- 
chase by Federal Reserve banks, and 
would be exempt from the limitation on 
loans which may be made to any one 
borrower imposed by Section 5200 of 
the U. S. Revised Statutes. 


FDIC Interbank Deposit Assessment 
Elimination 


Bill introduced by Senator Byrnes 
(South Carolina) S. 1318. 

Provides for the elimination, from the 
base used by an insured bank to deter- 
mine the insurance assessment, of “de- 
posits made by another bank (other 
than deposits of trust funds made by 
another insured bank) .” 


Federal Investment Bank Act of 1939 


Bill introduced by Senator Logan 
(Kentucky) S. 1743. 

Provides for the establishment of 
from twelve to twenty regional inter- 
mediate credit banks in which private 
capital and management would be com- 
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bined with Government capital and 
regulation. Minimum capital of each 
bank would be $5,000,000 and could be 
increased to $10,000,000, to be sub- 
scribed by financial institutions and the 
public, and by the Secretary of the 
Treasury. The Federal Investment Bank 
Board, created under this act, would be 
authorized to provide for organization 
and regulation of local associations to 
be known as Federal investment associa- 
tions and to discount paper emanating 
from these. With “due regard to the 
sound credit standing of the association, 
and when credit of the type applied for 
is not otherwise available through the 
usual local commercial banking chan- 
nels, each such association may make, 
renew, or extend amortized loans for 
business purposes” to local borrowers, 
in amount not to exceed $100,000 to 
any one borrower, at total cost not to 
exceed 6 per cent. per annum on unpaid 
principal outstanding. Any bank, trust 
company, savings bank, investment 
banking house,’ investment trust, finance 
company, or other financial institution 
could become a nonborrowing member 
and participate in making or servicing 
of approved loans and charge a fee not 
to exceed three-fourths of 1 per cent. 
per annum. A Federal Investment In- 
surance Corporation would also be 
created, to insure the accounts of asso- 
ciations. 


FR Discount Changes 


Bill introduced by Representative 
Ferguson (Oklahoma) H. R. 4310. 

Provides for amendment of the Fed- 
eral Reserve Act to make mandatory, 
instead of permissive, discount by a 
Federal Reserve bank of obligations 
arising out of actual commercial trans- 
actions, and includes among such obli- 
gations: “notes secured totally or in 
part by real estate mortgages of any 
description.” The Board would be re- 
quired to “accept for rediscount at face 
value any note classified in group I (all 
notes shall be classified under group I, 
if ultimate repayment seems reasonably 
assured in view of the sound net worth 
of the maker or endorser, his earning 
capacity and character, or the protec- 
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tion of collateral or other security of 
sound intrinsic value), at the last offi- 
cial examination made by examiners 
duly appointed by the Comptroller of 
the Currency with the approval of the 
Secretary of the Treasury.” The bill 
would substitute a limitation of two 
years for the 90 day limitation ‘on ma- 
turity of obligations eligible for such 
rediscounting. It would eliminate the 
limitation to “unusual and exigent cir- 
cumstances” in the authority of the 
Board to authorize a Federal Reserve 
bank to discount such obligations for 
individuals, partnerships and corpora- 
tions, and would eliminate the proviso 
“that before discounting any such note, 
draft, or bill of exchange for an indi- 
vidual or a partnership or corporation, 
the Federal Reserve bank shall obtain 
evidence that such individual, partner- 
ship, or corporation is unable to secure 
adequate credit accommodations from 
other banking institutions.” 


RFC Loan Insurance 


Bills introduced by Senator Meade 
(New York) and Representative Allen 
(Pennsylvania) S. 1482 and H. R. 4280. 


Authorize the RFC to insure loans 
made by national and state banks and 
trust companies, on and after July 1. 
1939 and prior to July 1, 1941, to any 
industrial or commercial business now 
or hereafter established, to enable such 
business to increase its production, ex- 
tend its operations, modernize its plant 
or equipment. Such loans must not be 
in excess of $200,000, must be amor- 
tized over a period not to exceed seven 
years, must be secured by a first mort- 
gage on real estate or chattel mortgage 
on personal property determined to 
have value at time of insurance of the 
loan of at least 125 per cent. of the 
principal of the obligation. 


Rural Credit Unions 


Bill introduced by Senator Sheppard 
(Texas) S. 888. 


Provides for the establishment of Fed- 
eral credit unions in rural communities 
of not more than 2500 population. 
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These credit unions would, in effect, be 
banks, for in addition to the powers 
given Federal credit unions under the 
Act, they would be empowered to ac- 
cept deposits from members and pay 
interest thereon, borrow money from 
any source, invest funds not required for 
loans in various types of securities; to 
classify and issue shares to persons 
qualified for membership and receive 
either single or installment payment 
therefor; and to purchase, hold, and dis- 
pose of property, including stock in 
other corporations necessary and inci- 
dental to operations. 


RFC Loans to Business 


Bill introduced by Representative 
Steagall (Alabama) H. R. 1003. 

Providing for creation of a corpora- 
tion to finance certain self-liquidating 
public works, the first seven sections of 
this bill do not directly concern bank- 
ers. The eighth section, however, reads, 
in part: “For the purpose of maintain- 
ing and promoting the economic stabil- 
ity of the country and encouraging the 
employment of labor, when credit at 
prevailing rates is not otherwise avail- 
able, the Reconstruction Finance Cor- 
poration is authorized and empowered 
to make loans to or purchase the obliga- 
tions of any industry or business enter- 
prise. Loans shall, in the opinion of 
the board of directors of the Reconstruc- 
tion Finance Corporation, be so secured 
as reasonably to assure repayment; may 
be made directly, or in codperation with 
banks or other lending institutions, or 
by the purchase of participations; shall 
mature at such time or times as the Re- 
construction Finance Corporation may 
determine, notwithstanding any other 
provision of law limiting the maturity 
of obligations taken by it; shall be made 
only when deemed to offer reasonable 
assurance of continued or increased em- 
ployment and shall be made only when, 
in the opinion of the board of directors 
of the Reconstruction Finance Corpora- 
tion, the borrower is solvent; and shall 
be subject to such terms, conditions, and 
restrictions as the board of directors of 
the Reconstruction Finance Corporation 
may determine.” 
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Presenting - - 


The Bank of California, N. A. 


RGANIZED in 1864 with a capital 
of $2,000,000, The Bank of Cali- 
fornia, N. A., is this year celebrat- 

ing its 75th anniversary. Seventy-five 
years is, of course, not a long time in 
the history of American banking. Nor, 
should the bank trace its birth back to 
the beginning of its collateral ancestors, 
Garrison, Morgan, Fretz & Ralston in 
1855, would its age set it apart among 
American banks. But in the West, The 
Bank of California stands out as one 
of the few banking houses which has 
had a continuous existence since the be- 
ginning of Western development. 


This fact coupled with the anomalous 
nature of its business sets it apart from 
other Western banks. It is, for example, 
the only bank in the United States to 
operate across state lines, for, in addi- 
tion to its San Francisco head office, it 
also has offices in Portland, Oregon, 
and in Tacoma and Seattle, Washington. 
Inter-state business was well known in 
the early days of Western banking, but 
The Bank of California is the only one 
to have retained it, presumably because 


The Bank of California, San Francisco 


This is one of a series of short 
sketches of outstanding banks 
and bankers—calling attention 
to any unusual points in the his- 
tory, development or achieve- 
ments of the organizations and 
individuals presented. 


it was the only one that could operate 
such a system profitably. Nowadays, 
considering that the bank’s clientele 
consists in a great measure of commer- 
cial depositors with foreign or Coast- 
wide connections, the advantages of 
offices in all three ‘Coast States are ob- 
vious. Yet, despite this, The Bank of 
California is hardly a branch bank or- 
ganization, in the usual meaning of 
branch banking. Aside from its three 
Northwest offices, it has only one other 
branch, that being in the Mission Dis- 
trict of San Francisco. 

These twin factors, inter-state business 
combined with a relatively small or- 
ganization, make The Bank of California 
more nearly comparable to some of the 

old private banking firms 
of the Eastern seaboard 
than anything else. This 
likeness is accentuated by 
the fact that it probably 
has more “old family” 
accounts than any other 
bank in San Francisco. 
That this should be so is 
natural, for the bank had 
its beginning when most 
of these families were 
newcomers. It is a solid 
link between the San 
Francisco of the ’round 
the Horn clipper ships 
and the Transpacific clip- 
pers of the airways. 
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INVESTMENT and FINANCE 


Edited by OSCAR LASDON 


A MATTER OF VIEWPOINT 


fF UMES change and viewpoints change 
with the times. And the truth of 
this statement was manifest during 
the recent “Monopoly” hearings on in- 
surance company affairs. 

Reference was made, in a number of 
instances, to the Armstrong Committee 
which, after an extensive examination 
of insurance company practices in 1905, 
submitted its report to the New York 
State Legislature. However, a compari- 
son of the views prevailing at that time 
with present day thought reveals some 
startling differences. To some extent, 
an inversion of opinion seems to have 
occurred. 

For example, the problem of reopen- 
ing the capital markets is currently re- 
ceiving a good deal of attention. For, 
unless a fuller flow of private credit 
into industry can be accomplished, un- 
employment will remain at high levels. 
And, in this connection, it has been re- 
ported that one governmental agency 
has been considering the advisability of 
insurance companies engaging in the 
“underwriting” of capital flotations. 

But contrast the findings of the Arm- 
strong Committee which severely criti- 
cized insurance company purchase of 
securities for resale; it was emphatically 
declared that insurance companies 
should purchase securities for invest- 
ment only and should not engage in 
financial ventures through participation 
in underwritings of syndicates. 

According to the report, syndicate 
participations involved insurance com- 
panies in many transactions “not in 
normal relation as creditors through 
suitable investments but as co-owners 
of the corporations and promoters of 


the undertakings to which they have be- 
come allied. They have weakened the 
sense of official responsibility, multiply- 
ing the opportunities for gain, both di- 
rect and indirect, to officers and 
directors through the use of the com- 
pany’s funds, and making easy the ex- 
ercise of official discretion at the 
promptings of self-interest. The profits 
made possible under astute management 
of those closely identified with impor- 
tant financial operators furnish no an- 
swer to the criticism of this policy. It 
is conceivable that the companies 
might make money if they engaged di- 
rectly in the banking or brokerage busi- 
ness. Even by the manipulation of the 
stock market, it might well be with the 
special advantages they have enjoyed, 
they could have added largely to their 
accumulations. But they were not in- 
corporated to make money by specula- 
tion, by barter, by purchase for resale 
or by the development of industry. They 
were chartered to furnish life insurance, 
and the true measure of their power and 
their duty in the handling of their funds 
is to invest them with conservatism, to 
the end that they should be able to dis- 
charge their obligations.* If in this 
manner they should make less money 
they would also be less likely to court 
disaster.” 


Twentieth Century Report 


Another modification of attitude is 
witnessed in a recent Twentieth Century 
Fund report which urged that “the ex- 
isting laws and administrative rules 
which favor debt financing by forcing 


*Italics ours. 
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insurance companies, savings banks and 
trustees to invest almost entirely in 
debts should be relaxed and perhaps 
eventually abolished.” Securities & 
Exchange Commissioner Frank had pre- 
viously expressed the same thought in 
an address last year, when he also 
pointed out that the legal obligation of 
a corporation to pay was of limited 
value if adequate earnings were not 
available for that purpose. Thus, there 
has been serious consideration given to 
the desirability of revising the corporate 
structures of large-scale industrial enter- 
prises so that stocks and not bonds will 
form future financing mediums—so that 
large institutional investors, including 
the insurance companies, will be forced 
to invest in equities. 

But, here again, the Armstrong re- 
port differs: “Investments in stocks 
should be prohibited. They are funda- 
mentally objectionable, as the corpora- 
tion, instead of holding a secured obli- 
gation, acquires a proprietary interest 
in other business, with rights subject to 
all indebtedness which may be created 
in the conduct of it and often direct lia- 
bilities. This interest must be nour- 
ished and supported. Instead of being 
a creditor with adequate security, to 
which upon default the corporation may 
result, it assumes the responsibility of 
proprietorship and must contribute 
from the accumulations provided by the 
policy holders in order to sustain the 
enterprise. If the stockholders consti- 
tute a small minority the investment is 
at the mercy of administrators chosen 
by the majority of stockholders. If the 
stock interest be a large one, it is fre- 
quently found advisable to increase it 
until a substantial control is effected, 
and the insurance corporation is not 
only engaged in a different enterprise, 
but directly undertakes its management. 
Such relations afford ready opportun- 
ities to conceal irregular transactions 
and to hide the malversation of funds.” 


Supervision and Regulation 
Finally, regarding the all-important 
question of supervision and regulation, 


it may be observed that insurance man- 
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agement today has shown little desire 
for Federal surveillance. But during a 
long period extending from the Civil 
War to the World War, there was 
chronic agitation for Federal control— 
and a good proportion of such requests 
emanated directly from insurance execu- 
tives. In 1865 Congress was memorial- 
ized by a number of companies for 
action in this regard. In 1892, John 
W. Pattern, president of the Union Cen- 
tral Life Insurance Company, introduced 
a bill providing for a system of national 
regulation of insurance companies en- 
gaged in interstate business. In 1905, 
Senator Dryden, president of the Pru- 
dential Insurance Company, sponsored 
a bill to secure national supervision 
through Congressional action. 

Ample evidence was cited by insur- 
ance management and insurance experts 
to the effect that life insurance was an 
interstate business. It may be noted 
that these arguments are presently con- 
spicuous by their absence. 


The reasons for all these changes in 
viewpoint are readily apparent. The 
Armstrong report condemned insurance 
company “underwriting” because it 
opened the door to a multitude of finan- 
cial abuses and because the sale of se- 
curities did not constitute a legitimate 
function of insurance business. Today, 
we toy with the idea of permitting the 
companies to assist in the flotation of 
securities because it may be the means 
to an end—that of lifting the nation out 
of economic depression. 


Proper Protection 


The Armstrong report pointed out 
that all insurance company investments 
should be properly protected and stated 
that this could best be achieved through 
mortgage protection and creditor rela- 
tionships. Today, many observers state 
that we must view things in broader per- 
spective—that the insurance companies 
are merely an important cog in our 
financial machinery, and that the well- 
being of our national economy necessi- 
tates equity rather than debt financing. 
They feel that the latter is inherently 
unsound and therefore do not hesitate 
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in recommending that insurance com- 
panies invest in equities. 

As far as regulation is concerned, the 
cry for Federal rather than state con- 
trol during the fifty year period follow- 
ing the Civil War was due, in large 
measure, to arbitrary and capricious 
regulation by the states. During the 
past twenty-five years, however, these 
grievances have been largely adjusted 
so that demand for Federal supervision 
from this quarter has disappeared. 

The results of the “Monopoly” inves- 
tigation will undoubtedly determine the 
extent of changes which are presently 


anticipated in insurance company 
affairs. 


Railroad Organization 


The Senate Committee on Interstate 
Commerce has concluded its investiga- 
tion of railroads, holding companies 
and affiliated companies. Part 1 of the 
committee’s report deals with the prob- 
lem of railroad organization and, in its 
summary, states that “The histories of 
the Wabash and Missouri Pacific, from 
their last reorganizations to their pres- 
ent bankruptcies, are examples of a 
common phenomenon in _ railroad 
finance. A railroad emerges from re- 
organization with what superficially ap- 
pears to be a balanced capital structure, 
yet it soon finds that structure so ex: 
panded that earnings no longer cover 
fixed charges and reorganization is 
again necessary. 


“Although both the Wabash and the 
Missouri Pacific aggravated the capital 
top-heaviness that ultimately caused 
their collapse, by issuing fixed interest- 
bearing bonds to pay for the purchase 
of stocks in other roads, such action 
alone would not have proved fatal; nor 
will the mere abstinence from similar 
practices in the future be sufficient to 
forestall further bankruptcies. One of 
the major causes of the downfall of the 
Wabash and the Missouri Pacific was 
the enlargement of their bonded debts 
to provide for additions and _ better- 
ments, replacements, and modernization. 
Unfortunately, many such expenditures, 
although indispensable if a railroad is 
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to continue as an efficient agency of 
transportation, add little if anything to 
its earning capacity. The inevitable re- 
sult is embarrassment in meeting inter- 
est payments on the enlarged debt, and 
the denouement is bankruptcy. 


“There is no reason to suppose that 
sound railroad operation in the future 
will require fewer non-income produc- 
ing expenditures than in the past. Yet, 
the reorganization plans for the Wabash 
and the Missouri Pacific seem to be 
insufficiently influenced by this obvious 
requirement. Indeed, even aside from 
the necessities of future financing, they 
seem to be geared for higher net reve- 
nues than may conservatively be ex- 
pected. The bitter lessons of the past 
seem never to restrain the excessive op- 
timism of railroad reorganizers. 


“To be sure, the plans for the Wabash 
and the Missouri Pacific provide for 
income bonds which have the ostensible 
advantage of not subjecting the com- 
panies to a contractual duty to pay in- 
terest; and there are conversion provi- 
sions apparently designed to bring 
about the replacement of such bonds 
with stocks. There are also sinking 
fund provisions apparently designed to 
bring about the eventual retirement of 
such bonds in order to permit conserva- 
tive future financing. But in the light 
of realistic expectation of future earn- 
ings, the conversion and sinking fund 
provisions appear to be little more than 
mere formalities. The probability is 
that the income bonds will remain in 
the corporate structures, ready to ab- 
sorb whatever earnings may accrue 
above fixed charges, and leaving no ex- 
cess to make future issues of stock at- 
tractive to investors. As a result, future 
financing will again require an expan- 
sion of bonded indebtedness, and the 
cycle that ends in reorganization will 
again be started. 

“The indicated remedy is to pare the 
corporate structures down to a size, not 
merely presently compatible with earn- 
ings, but small enough to allow a suffi- 
cient margin of safety to make future 
financing through the issuance of com- 
mon stock an actual probability.” 

We wonder what effect these findings 
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will have on the plans of reorganiza- 
tion presently pending before the Inter- 
state Commerce Commission. No revi- 
sions along the lines recommended have 
as yet been proposed. 


‘‘Bargains’’ In Bond Market 


In a recent discussion on “An In- 
vestment Program for Banks,” before 
the Regional Conference of the Ameri- 
can Bankers Association at Minneapolis, 
Laurence R. Lunden of the University 
of Minnesota called attention to the fal- 
lacy of picking up “bargains” in the 
bond market. The following quotation 
might be read with benefit on occa- 
sion. 

“Another widespread fallacy that 
leads many bank investors into difficul- 
ties is the notion that quality is a hid- 
den virtue and that it is possible to 
acquire ‘bargains’ by shopping around 
a bit. Conceding the possibility of just 
enough exceptions to prove the rule, it 
might properly be said that there is no 
such thing as a ‘bargain’ in the bond 


market. Admitting the validity of this 
rule, a banker should look askance at 
any security that persistently sells at 
more than the going rate of return on 
prime securities. The banker must bear 
in mind that the effective yield on a 
bond is composed of two principal ele- 
ments, viz.: the pure rate of interest, 
which is the rate at which money could 
be borrowed if there were no risks pres- 
ent; and the risk premium, which natur- 
ally varies according to the degree of 
risk assigned a security by those indi- 
viduals who ‘make’ the market. Since 
the element of pure interest is the same 
in all securities, it follows that the dif- 
ferences in yield represent varying de- 
grees of risk. Hence, by definition, a 
‘bargain’ bond is one that a_ buyer 
thinks: is a much better bond, or has 
less risk inherent in it, than the market 
is willing to admit. Thus, in effect, a 
single buyer puts his judgment against 
the composite judgment of trained and 
informed buyers and sellers over the 
nation.” 


INVESTMENT TRUST FUTURE 


By JosHua WacHTEL 


‘JT NVESTMENT trusts have suffered 
considerably in the public esteem 
since the stock market collapse of 

1929. This decline in popular favor 

has been somewhat merited, for the rec- 

ord of the past two decades is replete 
with instances of mismanagement of the 
investors’ funds. Evidences of mana- 
gerial abuses, in a number of instances, 
have been striking. There were cases 
of “dumping” at high quotations where 
the portfolios of investment trusts were 
loaded with securities of companies in 

which the managers of the trusts had a 

personal interest. In other instances, 

there was inexcusable laxness in the 
borrowing and lending of corporate 
funds. It is obvious that many phases 
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of the investment trust problem con- 
tinue to require corrective influence. 

In this connection Congress will re- 
ceive from the Securities and Exchange 
Commission recommendations pertain- 
ing to the regulation of investment 
trusts. That body has but recently con- 
cluded an elaborate survey of the in- 
vestment trust field. The results of its 
investigation should shortly be pub- 
lished in their entirety. 

Considerable conjecture exists regard- 
ing the nature of the prescriptions that 
will be referred for Congressional con- 
sideration. The question that is fore- 
most in the minds of interested parties 
is whether the report will indicate sat- 
isfaction with present passive supervi- 
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sion of investment trusts or whether 
more dynamic control be recommended. 
In any event, it is believed that un- 
scrupulous management, wherever it 
may remain, will be estopped from ad- 
hering to the technical requirements of 
the proposed law while violating its 
spirit and evading its purpose. On the 
other hand, it must be realized that it 
is practically impossible to legislate 
sound judgment and assure successful 
and profitable operation. Statutes can 
accomplish little in this direction as 
they merely provide for more rigid 
supervision. 

Of course, the most perplexing prob- 
lem is that of keeping investment trusts, 
as they have developed in the United 
States, under sound and capable admin- 
istration. But in this regard, the stock- 
holders themselves must provide their 
own protection by exercising their 
power to select the management. 

Existing regulation, except where it 
takes the form of acts designed to curb 
fraud, is mainly of passive character. 
Various state blue-sky laws assume regu- 
latory control of the original issue of 
securities. However, as soon as the is- 
sue has been placed in the hands of 
the investor, governmental control and 
supervision become limited. 


Aspects of Regulation 


Two aspects of regulation must there- 
fore be considered—that covering the 
sale of securities and that of subse- 
quently guarding the public’s invest- 
ment. The Securities and Exchange 
Commission must approve the original 
flotation of securities and from this 
point a small degree of continuous 
supervision is maintained by that body. 
Companies that desire listing privileges 
are required to submit current financial 
statements. It seems necessary, to give 
the Commission, or some other regu- 
latory body, greater power of continu- 
ous supervision. 

A review of the investment trust field 
indicates a number of points of interest. 
Paramount in importance is the fidu- 
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ciary obligation of trusts to the investor, 
and this obligation seems to have been 
sadly neglected in the past. In the case 
of four investment trusts, whose total 
investments at cost amounted to $279,- 
744,589, securities which cost the trusts 
$203,059,470 had been dumped. There 
are other instances where the portfolios 
of investment trusts were loaded with 
securities of corporations in which the 
managers of the trusts had personal in- 
terests. The welfare of the stockholder 
suffered considerably in these episodes. 

In a recent stockholder’s suit, the 
complaint alleged that the defendants, 
the officers of a trust, had dissipated 
upward of $30,000,000 in corporate as- 
sets. The trust had purchased secu- 
rities from the defendants which the 
controlling group had desired to unload. 

Other situations have been disclosed 
where trust officers and directors have 
borrowed the trust’s funds on insufficient 
collateral, or none at all. It was shown 
in other instances that funds were 
loaned to other corporations, with little 
or no security, in which the directors 
of trusts held similar positions. 

It is interesting to note that the courts 
have maintained that investment trust 
managers can be held to the fiduciary 
standard by a stockholder’s representa- 
tive suit. Nevertheless, although the 
courts have ruled that investment trust 
managers can be held to these higher 
standards, certain limitations to such a 
suit exist. It has been shown that in 
most cases the cost of conducting court 
proceedings is prohibitive and, even if 
the defendants are solvent, satisfaction 
may be doubtful. It appears inequitable 
that the management may use the cor- 
poration’s own funds to contest any suit 
brought against them by the stockhold- 
ers. And there are other similar 
difficulties. 

Higher standards of conduct have 
been the result of supervision by the 
Securities and Exchange Commission. 
These standards have been accepted and 


adopted by more enlightened manage- 
ment. 


Present discussions also question the 
desirability. of allowing the growth of 
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large concentrations of capital. In the 
present “Monopoly” investigation, the 
wisdom of curtailing the growth of life 
insurance companies beyond a certain 
limit was discussed. It was brought 
out by the investigation that 308 life 
insurance companies had $27,650,000,- 
000 of assets, and Chairman O’Mahoney 
declared that the twenty-five largest 
companies owned 87 per cent. of all 
these assets. In industrial fields, the 
expediency of such a procedure has 
also been given attention. There is 
some opinion to the effect that large 
concentrations of capital in the hands 
of few individuals, as in the case of in- 
vestment trusts, might prove detrimental 
to our economic structure. Some time 
ago, President Roosevelt remarked that 
“The investment trust, like the holding 
company, puts huge aggregations of 
capital of the public at the direction of 
few managers. Unless properly re- 
stricted, it has potentialities of abuse 
second only to the holding company as 
a device for the further centralization 
of control over American industry and 
American finance.” 


Classification of Investment Trusts 


Investors who purchase investment 
trust shares are of the general opinion 
that competent management will safe- 
guard their funds better than they them- 
selves could. But different trusts adopt 
different principles of operation. Why 
not segregate investment trusts accord- 
ing to investment policy? Why can’t 
investment trusts be classified as to 
whether they are speculative, operate for 
income purposes, or combine both the 
aforementioned characteristics? If this 
classification were adopted, the investor 
would at least know what to expect; 
he could choose the shares of that or- 
ganization reflecting his own particular 
desires. 

Legislation could be of great aid if 
it were to set forth definite principles 
of trust operation. This would tend to 
familiarize the public with the advan- 
tages and disadvantages of the different 
types of organizations devoted to invest- 
ing the security purchaser’s funds. A 
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better understanding would establish 
greater regard for investment trust se- 
curities in the future. 


© 


COUNTRY BANK INVESTMENTS 


J. L. Kolb, assistant vice-president of 
the Elmira Bank and Trust Company, 
Elmira, N. Y., made some interesting 
observations regarding a suitable invest- 
ment program for a country bank dur- 
ing a recent regional banking confer- 
ence of the America nBankers Associa- 
tion. 

“Before considering the purchase of 
any bond other than a Government or 
municipal issue in this uncertain day,” 
stated Mr. Kolb, “our bank follows this 
procedure. First we insist that it be 
top grade quality. Then we compare its 
yield with the yield at which a Govern- 
ment bond of comparable maturity 
would be selling if the value of its ex- 
emption from the corporation tax were 
added. Unless the corporate bond yields 
considerably better we do not consider 
it attractive for our bank’s purposes. 
The yield on high grade municipal 
bonds should likewise compare very 
favorably with Governments. As a re- 
sult of these tests we buy very few cor- 
porate bonds and only short-term muni- 
cipal bonds. In my opinion, then, a 
bank today is justified in placing all or 
nearly all its funds earmarked for bond 
investment into Government securities.” 


BANK BOND POLICY 


An excellent survey, “Bond Invest- 
ment Policies for Banks,” has been re- 
leased by the University of Michigan 
School of Business Adminstration. This 
pamphlet contains the proceedings of 
the first annual Michigan Bankers Asso- 
ciation Conference, four addresses on 
subjects related to bank bond policy by 
qualified observers. 

This bulletin is the second of a series 
of Michigan Business Papers and should 
be reviewed by all portfolio managers. 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY 


ROSPECTS for a general European 
war during the present year seem 

to be growing less, a result in part 
traceable to the resistance lately mani- 
fested by the so-called “democratic na- 
tions.” But the civil conflict in Spain, 
while nearing an end, still contains 
some disturbing possibilities, and what 
remains of Czecho-Slovakia has been 
subjected to further German pressure. 
Great Britain has made a loan of 
£10,000,000 to China, for the purpose 
of currency stabilization, and Brazil has 
obtained important financial assistance 
from the United States in order to regu- 
late the exchange situation and to re- 
sume service on the country’s external 


debt. 


— 


BRITISH NOTE ISSUE 


EXPLAINING the new currency and bank 
notes bill, The Economist publishes a 
statement of the issue department of the 
Bank of England, which shows the fol- 
lowing relative positions before and 
after taking effect of the act: 


Issu—E DEPARTMENT 
Feb. 22, March 1, 
1939 1939 
£ £ 
In circulation ....472,734,976 378,448,520 
In banking dept... 53,679,381 47,965,955 


526,414,475 
300,000,000 
226,414,475 


erie wees 526,414,357 


. 400,000,000 
cattle itl dlihal 126,414,357 


Fiduciary issue ... 


Gold 


“A cynic might say,” adds The Econ- 
omist, “the net result is to increase the 
note issue by £118. Actually this micro- 
scopic change shows that, as had been 
anticipated the authorities have decided 
to leave the note issue at the present 
level. The fiduciary issue has been re- 
duced to £300 million. ... We are 
glad to see that the weekly return gives 
the basis on which the issue depart- 
ment’s gold is valued. This week 
(March 4) it is 148s. 5d. per fine ounce, 
or the same as Wednesday’s London 
market price. Actually the writing-up 
of £126.4 millions of gold from 84s. 
114d. to 148s. 5d. per ounce would 
have given the issue department only 


Christiania Bank og Kreditkasse 


Oslo, Norway 


Telegraphic address: Kreditkassen 


Founded 1848. 


First established 
Private bank in 
Norway 


BANKING BusINEssS OF EVERY 
DESCRIPTION TRANSACTED 


Paid up capital 
and reserve funds 
Kr. 40,000,000 


New York Agents: 


The National City Bank, Guaranty Trust Company, Irving Trust Company and 
The Chase National Bank 
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£220.9 millions. To maintain the note 
issue at its former level, and in conse- 
quence to prevent a sudden contraction 
in the reserve, the Bank of England 
bought . . . £5,567,000 of gold from 
the exchange equalization account. This 
gold, of course, had to be paid for, as 
it is not an off-set against a fluctuation 
in the value of the bank’s gold. And 
so the change has come into effect with 
the usual smoothness of the British 
monetary system.” 

Further commenting on this change, 
The Economist says that it makes for 
a bank return which will prove more 
understandable to the foreign observer 
than the documents heretofore pub- 
lished. “Is it too much to hope,” says 
The Economist, “that this improvement 
of the return will now be taken to its 
logical conclusion, namely, the merging 
of the issue and banking departments 
of the Bank of England?” 


—_— 


INTERNATIONAL PAYMENTS 
DEFICIT 


AN official estimate by the Board of 
Trade places the United Kingdom’s defi- 
cit of international payments in 1938 
at £1,000,000 less than for 1937. The 
net income from overseas investments, 
£200 millions, was £10 million less than 
for 1937. 


GERMANY 


CONFLICTING reports come from this 
country. German authorities are agreed 
that the volume of exports will have to 
be increased to meet the need for raw 
materials. There is some evidence that 
the territories recently absorbed are, for 
the time being at least, proving more 
of a liability than an asset. Comment- 
ing on the necessity for increasing ex- 
ports, the Reichs-Kredit Gesellschaft 
Aktiengesellschaft, in reviewing Ger- 
many’s economic situation at the turn 


of 1938-39 says: 


The German economic system has a de- 
mand for raw materials and food stuffs 
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which cannot be met from her own terri- 
torial resources. ‘This supplementary de- 
mand has been accentuated by the incorpo- 
ration of Eastmark and Sudetenland. In 
consequence the importance of foreign trade 
for securing production and the satisfaction 
of demand has once more increased. The 
German Government has vigorously and un- 
tiringly worked to open ever new ways (in 
the face of manifold obstacles and _hin- 
drances) for the exchange of goods with 
foreign countries. With equal vigor, and 
undeterred by countless difficulties, German 
industrial entrepreneurs and merchants 
have carried out the paramount task of 
selling goods abroad. But the recession in 
world trade of 1938 could not fail to have 
its effect: total German exports, including 
those of Austria (but not trade between 
Austria and the former Reich) fell from 
6300 million Reichsmarks in 1937 to about 
5600 million Reichsmarks in 1938—a_ re- 
versal of the trend of previous years. Since 
the need for imports has steadily increased 
during the same period the task of re- 
establishing an active balance of foreign 
trade has taken on a new and vital sig- 
nificance and is being prosecuted with all 
possible energy. 


After referring to the recent additions 
of territory, and the.increase of popula- 
tion by 1014 million, the same authority 
states: 


In previous recovery periods the achieve- 
ment of boom conditions has always been 
followed immediately by symptoms of satia- 
tion which have given the signal for a re- 
versal of trend—yet the year 1938 witnessed 
a still further and widely manifest increase 
in production, employment and sales. At 
the end of 1938 there were about 21,000,000 
laborers in employment in the former Reich 
alone, as compared with only 12,000,000 in 
1932; the volume of industrial production 
was 33 per cent. higher in the autumn of 
1938 thar in 1928, and 146 per cent. higher 
than in 1932; the production of crude steel 
in Germany amounted to about 23 million 
metric tons in 1938 and thus almost reached 
the level of output in the United States 
(hitherto far in advance of other countries 
in respect of steel production); and the 
German national income totalled about 
76,000 million Reichsmarks in 1938, as com- 
pared with 45,000 million Reichsmarks in 
1932. 

This extraordinary progress has been ac- 
companied by a still further expansion in 
“full employment”: it represents the result 
of correspondingly high efforts on the part 
of the whole nation. 


This roseate picture is subject to im- 
portant qualifications, particularly with 
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CAPITAL 
Authorized P10,000,000.00 
Fully Paid P6,750,000.00 

(US$1.00=P2.00) 


EIGHTY 


BRANCHES 
Cebu, Iloilo, Zamboanga 


YEARS 


and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


respect to the program of rearmament 
and the compulsory regulation of labor. 

From a survey of Germany’s short- 
term foreign debts, published in The 
Economist, it appears that the total 
German foreign indebtedness has been 
reduced from Rm. 26 milliards in 1930 
to under Rm. 10 milliards at the present 
time, roughly Rm. 6 milliards of the 
reduction being due to depreciation of 
the creditor currencies and Rm. 10 mil- 
liards to actual repayments. The pres- 
ent total of rather under Rm. 10 mil- 
liards (say, $4000 millions, or £875 
millions) is divided almost exactly half 
and half between long-term and short- 
term debts. 

As no new long-term loans have been 
issued abroad during these years, the 
total long-term indebtedness outstanding 
has gradually decreased, not only from 
depreciation of creditor currencies and 
actual repayments, but also from the 
reclassification of the debts to “short 
term” as loans have matured and been 
repaid in Reichsmarks but not trans- 
ferred into foreign currencies. 

A table included in this survey shows 
that the short-term debts amounted to 
Rm. 10,153,000,000 in 1932 and Rm. 
5,000,000,000 in 1938. (Short term as 
defined in German statistics meaning 
due in one year or less.) 


~~ 


FRANCE 


LESSENED political tension and closer 
agreement between the Government and 
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Inquiries and correspondence invited. 


labor are bringing about an improve- 
ment in the French economic situation. 
There is reported a substantial invest- 
ment of repatriated capital in short and 
middle-term bonds. Yields on the lat- 
ter have fallen from as high as 9 per 
cent. in some cases to 4 and 414 per 
cent., indicating a marked improvement 
in the public credit. France is under- 
going the age-old conflict between those 
who would resort to credit inflation and 
those who believe in an increase in taxa- 
tion the Finance Minister says that “Ten 
milliards less in taxes would have meant 
ten milliards more in false money,” 
while M. Flandin has declared that “The 
world will be reformed, not with doc- 
trines, but with the plow and machines.” 


_ 


POLAND 


Imports by Poland from America de- 
clined in value by about 10,000,000 
zlotys in 1938 as compared with 1937, 
exports to the United States fell off by 
about 38,000,000 zlotys in the same 
time. Poland, in 1938, imported Ameri- 
can goods of a value of 159,484,000 
zlotys, but exported goods to the United 
States of a value of only 62,926,000 
zlotys. The use of motor cars and gaso- 
line in the country is showing a marked 
increase. 

Revision of the statutes of the Bank 
of Poland provide for a fiduciary note 
issue of 800 million zlotys, which may 
be increased to 1200 million according 
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to money market conditions, and sub- 
ject to approval by the Minister of 
Finance. 


_ 


THE ARGENTINE 


How trade relations between The Ar- 
gentine and the United States of 
America, as seen from an American 
standpoint, appear from the following 
information from the Buenos Aires 
branch of the First National Bank of 


Boston: 


Restrictions on imports from the United 
States have caused extensive comment in 
Argentine newspapers during the _ past 
month, the press being practically unani- 
mous against the new regulations. Opinion 
here is divided as to whether this measure 
really has been taken in the belief that it 
will relieve the shortage of foreign exchange, 
or in an attempt to hasten the signing of 
a reciprocal trade treaty with the United 
States. There is probably not a single 
United States citizen living in Argentina 
who is not ardently in favor of such a 
treaty. Nevertheless, many members of the 
American community here feel that there 
is little appreciation among Argentines of 
the importance of the United States as a 
purchaser of this country’s products. From 
the frequent remonstrances about American 
sanitary restrictions on the importation of 
Argentine beef, the impression seems to be 
created here the United States buys almost 
nothing from Argentina. The fact is that 
the United States was easily Argentina’s 
second best customer in 1935, 1936, and 
1937, and dropped only to third place in 
1938, in spite of the acute business depres- 
sion last year in North America. The United 
States is a regular and heavy purchaser of 
Argentine linseed, wool, hides, canned beef 
and packing house by-products. That a 
merchant should give careful attention to 
his best customer is perhaps natural, but 
that he should be constantly taking hostile 
steps against his second or third best cus- 
tomer, just because the latter does not 
purchase all of his lines, simply does not 
make sense in the minds of the Americans 
resident here, quite aside from the fact that 
they are offering for sale articles which the 
Argentine public, over and over again, has 
shown its willingness to buy even with a 
heavy price increase caused by exchange 
differentials. The theory behind Argentine 
import quotas against certain countries is 
hard to understand, first: because the Gov- 
ernment has ample foreign exchange for its 
own requirements at the official buying rate; 
and secondly, because the effect is merely 
to turn importers from United States prod- 
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ucts (where the purchase of exchange in the 
free market would bring its own correc- 
tive) to European sources where imports 


’ may be purchased at the much lower official 


rate which does not respond to the law of 
supply and demand. In recent years the 
Argentine Government seems to be deter- 
mined to apply more and more restrictions 
of the kind which the great democracies of 
the world have tried to avoid, because they 
are contrary to their political and economic 
theories. It is sincerely to be hoped that 
Argentina and the United States may soon 
enter into a trade treaty, which, by extend- 
ing its benefits to other countries under the 
most favored nation clause, will be one 
more step away from the artificial burdens 
that have made twentieth century business 
increasingly difficult in contrast to the great 
economic freedom and political progress in 
the previous century. The 1938 import bal- 
ance was m$n 60,594,000 as compared with 
the tremendous export balance of m$n 753,- 
313,000 in 1937. 


BRAZIL 


As the result of negotiations conducted 
between Brazil and the United States, an 
agreement has been reached whereby the 
Export-Import Bank is to extend credits 
to Brazil to the amount of $19,200,000 
for freeing Brazilian exchange, and to 
arrange for future credits to assist in 
exports by American producers. and 
manufacturers. Congress is to be asked 
for authority to make a loan of $50,- 
000,000 for its central reserve bank, to 
be repaid from Brazil’s future gold pro- 
duction. Under the agreement, Brazil 
will free its exchange restrictions so as 
to enable Brazil to buy American 
products. And American investments in 
Brazil are to have the same treatment 
as now and hereafter applied to Brazil’s 
own nationals. 

According to a special agreement 
made with the Foreign Bondholders 
Council Inc., Brazil will resume service 
on a temporary basis on its dollar bond 
indebtedness of $357,000,000, in default 
for some time, and later will endeavor 
to make a permanent adjustment of the 
debt. 

In brief, as the result of a loan from 
the United States, Brazil is to remove 
its exchange restrictions, resume debt 
service, and to establish a reserve bank. 
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INTERNATIONAL BANKING NOTES 


Banco pi Roma (Rome) .—Profits (net) 
for 1938 were 11,760,396 lire, compared 
with 10,891,790 lire for the preceding 
year. At the stockholders’ meeting, 
March 21, a dividend at the rate of 4 
per cent. was declared, amounting to 
200,000,000 lire. 


SveNSKA HANDELSBANKEN (Stockholm). 
—The amount at the disposal of the re- 
cent annual meeting of shareholders was 
Kr. 12,315,928, of which Kr. 3,000,000 
was transferred to a special reserve 
fund, Kr. 8,100,000 allocated to the pay- 
ment of a dividend at the rate of 9 per 
cent., leaving Kr. 1,215,928 to be car- 
ried forward. Capital stock, reserve and 
special reserve now total Kr. 158,- 
000,000. 


Reports REcEIveD.—Société Générale 
de Belgique (Brussels); Banque de 
France (Paris); Rural Bank of New 
South Wales (Sydney); Industrial 
Mortgage Bank of Finland Limited 
(Helsingfors) . 


Ranp McNatty Bankers DirREcTorY. 
Chicago: Rand McNally & Co. First 
1939 Edition. Pp. 2360. $15.00. 


A NEw feature which appears in the 
first 1939 edition of the Blue Book is 
a special list showing banks with total 
resources of $25,000,000 and over, 
ranked according to total resources. 


December 31st (and later) bank 
statements are in this edition, with 1939 
official line-up of officers, directors and 
correspondents. 

The first 1939 edition shows the num- 
ber of banking offices, etc., in the 
United States to be 19,163 and in the 
world to be 45,937. 

It shows the number of changes in 
United States banks during 1938 to be 
215,992, broken down as follows: 293 
new banking offices; 477 banking offices 
deleted in 1938; 4,367 changes in di- 
rectors; 49,756 changes in officers; 
161,000 changes in statement figures; 
99 changes in title and/or location. 
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LIFE INSURANCE 
MERICANS appear to have been 


changing their ideas about life in- 

surance during the past six years. 
For many years prior to 1932 we have 
been spending steadily increasing pro- 
portions of our national income for or- 
dinary, individual insurance policies, 
but since 1932 those expenditures have 
been rapidly decreasing. They have 
been getting smaller year by year as 
proportions of our national income, and 
even in actual totals of dollars. 


Proportion of Income 


In 1919 the new insurance written 
was almost 10 per cent. as great as the 
national income. The percentage rela- 
tionship increased almost steadily to 
1929 when it was over 14 per cent. Then 
the great depression began but people 
continued to devote increasing propor- 
tions of their incomes to the purchase 
of life insurance, and by 1932 the new 
ordinary insurance written was 15.4 per 
cent. as great as our national income in 
that year. 


An important change got under way 
in 1933, and it has continued ever since. 
From 1932 to 1938 the new insurance 
written has fallen from being equal to 
15.4 per cent. of our national income 
to the low level reached last year when 
it was only 9.4 per cent. of the income. 


Explanations 


Representatives of life insurance com- 
panies offer two chief explanations of 
these developments. One is that people 
have too little faith in the future value 
of the dollar to be willing to make pres- 
ent sacrifices in return for payments 
which will be received many years 
hence. The other explanation is that 
people consider present thrift unneces- 
sary because they think the Government 
will always take care of everybody 
through social security and relief pay- 
ments.—The Cleveland Trust Bulletin, 
The Cleveland Trust Company. 
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lin your Business Extends 


in CANADA .... there 


is the Bank of Montreal 
< 


Through its network in Canada of more than 
500 branches — each of which is in intimate 
contact with the economic life of the particular 
community it serves — the Bank of Montreal 
provides American banks and trust companies 
with unsurpassed banking service throughout 
the Dominion, as well as with sources of val- 


uable business information. 


BANK OF MONTREAL 


Assets over 


=. hang 3 Ser: 
HHICAGO OFFICE: 
SAN PRANCISCO OFFICE: 


Head Office: Montreal 


Established 1817 
< 
64 Wall Street 


27 ; South La Salle Street 
333 California Street 


Current conditions in Canada 


HE Monthly Letter of the Bank of 

Montreal for March 23 comments 

as follows on Canadian business 
conditions: 

“Apart from the threat of further up- 
heavals in Europe, Canadian business 
would begin the spring with justifiable 
expectancies of improvement. One 
favorable and potentially important 
factor is the persisting betterment in 
business conditions in the United States, 
accompanied by the increase in the 
American demand for Canadian prod- 
ucts revealed by the trade returns for 
the first two months of this year. Ac- 
tually there has not been much change 
in the general level of business during 
the month. Retail trade has been ham- 
pered in the country districts by rigor- 
ous weather, but the stocks of merchants 
are now reported to be low and an in- 
creased movement of merchandise, re- 
flected in carloading figures for recent 
weeks, is an indication of better buying. 
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“The construction industry has got 
off to a good start for the season, the 
value of new contracts placed in Febru- 
ary being $11,322,000 as compared 
with $7,260,000 in- January and $6,551,- 
000 in February, 1938. For the first 
two months of the year the industrial 
plants of Canada have, all in all, been 
operating about 30 per cent. below their 
capacity. The Government has not yet 
brought forward legislation to repeal 
the 3 per cent. import excise tax as was 
provided in the trade treaty which went 
into effect on January 1, and meanwhile 
many industries are faced with an ele- 
ment of uncertainty about their com- 
petitive position in regard to imports. 

“Recently some orders for new rail- 
way equipment were placed by the 
Canadian National Railways, but the 
equipment firms are not very busy and 
slackness in the heavy industries gen- 
erally is reflected in the February figure 
of pig iron production which was 41,333 
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tons as compared with 57,660 tons in 
January and 61,447 tons in February, 
1938. There is still a good demand for 
machinery for which the mines provide 
a steady market. Armament orders 
have not so far reached the dimensions 
which were expected. In the forestry 
industries, production of newsprint at 
200,631 tons was relatively higher than 
the January figure of 208,382 tons and 
slightly below the figure of 202,601 tons 
produced in February, 1938. The ex- 
port demand for lumber remains reason- 
ably good. Sugar refineries are busy, 
with a higher output than at this time 
last year, and improvement in the flour 
milling industry is being maintained. 
Packing plants are operating on a some- 
what lower scale than a year ago. The 
clothing and allied industries and the 
furniture industry are experiencing 
greater activity than at this time last 
year, and a variety of businesses are 
profiting by preparations for the im- 
pending visit of Their Majesties. Op- 
erations in the mining industry continue 
at a high level, especially in connection 
with the production of gold, copper, 
nickel and zinc. The activity in the 
Turner Valley oil field is being main- 
tained and the disposal of its output 
will be helped by the erection of a new 
processing plant which is planned for 
Calgary. Some very large oil com- 
panies with international connections 
are now taking steps to acquire inter- 
ests in the field.” 


In its March issue, Canadian Business, 
official magazine of the Canadian Cham- 
ber of Commerce, reports: 

“Reflecting the contraction in Ameri- 
can industry and the slackening in 
world trade, business activity in Canada 
has been shrinking for the past three 
months. It has represented, in part, a 
continuation of the 1937-38 recession, 
but there is nothing inherent in the 
present situation to justify the expecta- 
tion that a serious slamp is in imme- 
diate prospect. We are going through 
what is more or less a ‘mopping up’ 
process which was not quite completed 
when Roosevelt’s spending-lending pro- 
gram jerked the United States out of 
the doldrums early last summer. 


THE BANKERS MAGAZINE for April, 


“We have certain inventory problems 
yet to be solved but as they are largely 
confined to primary products they 
should not materially hold back recov- 
ery. World supplies of base metals 
have been growing, the world wheat 
surplus is larger than ever before, and 
Canada is troubled with heavy stocks 
of butter and a few other farm prod- 
ucts. Merchandise inventories in the 
hands of manufacturers and dealers, 
however, are normal and any revival 
in consumer demand will have an im- 
mediate effect on production schedules. 
On the favorable side, building is now 
picking up; the decline in our export 
trade gives promise of having been 
checked; and millions of dollars of 
refugee money is flowing into Canada 
seeking employment. A 63 million dol- 
lar defence program is getting under- 
way, and a substantial increase is ex- 
pected in the estimated 1214 million 
dollars appropriated for public works. 
But there are prospects that taxes will 
be increased to meet, partially, the 
larger Federal deficit which looms im- 
mediately ahead. 

“During the past month or s0, 
Canadian business has been spotty and, 
on balance, less favorable. The steel 
industry showed little improvement, due 
in some measure to the smaller demand 
from agricultural implement plants and 
the early year curtailment of production 
in automobile factories. Exports of 
copper and nickel have improved, but 
increased imports of American cotton 
goods seem to have hurt Canadian mills, 
and American coal is still holding mar- 
kets it recently won. 

“In British Columbia, the apple and 
canned salmon markets have been good 
and lumber prices are expected to firm. 
In Alberta, temporarily severe pro-rat- 
ing of oil production has dampened en- 
thusiasm, but the northern mining fields 
are creating interest. In Ontario, the 
industrial areas are less active but, on 
the whole, Quebec is about holding its 
position. 

“The Maritime Provinces have been 
relatively harder hit than the rest of 
Canada when comparison is made with 
a year ago. The logging industry is far 
less active and coal production is off.” 
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BOOKS for BANKERS 


BETRAYAL IN CENTRAL Europe. By 
G. E. R. Geyde. New York: Harper & 
Brothers. 1939. Pp. 499. $3.50. 


Heap of the New York Times Bureau 
for Central and Southeastern Europe, 
the author was expelled in March, 1938, 
from Austria. After a flying trip to 
London, he immediately went to Prague, 
which he correctly foresaw as the next 
hot spot in the European picture. Thus, 
he was on the ground during both the 
Austrian and Czechoslovakian crises, 
and in position to report not only the 
surface, but behind-the-scenes events of 
these history making times. 


Writing without limitations, Mr. 
Gedye combines analytical discrimina- 
tion with blazing indignaton, historical 
perspective with eye-witness reporting 
of bloodshed and horror. The product 
is an exciting, at times shocking, ac- 
count of the events, forces and intrigues 
which culminated in making Austria a 
province of the German Reich and 
Czechoslovakia a dependent state. 

In addition to a clear, helpful back- 
ground of troubled Central European 
history, he gives new data on the Dol- 
fuss tragedy, Schuschnigg’s struggle, 
the warning to Roumania regarding the 
passage of Russian troops, the break- 
down of the German military machine 
invading Austria, and many other 
phases not fully covered in the daily 
press. 

In his foreword, Mr. Gedye calls at- 
tention to Winston Churchill’s state- 
ment: “I do not know how long such 
liberties will be allowed, but there is 
still time for those to whom freedom 
and parliamentary government mean 
something to consult together,” and 
says: 

“There is still time, but, I think, only 
just time. That is why, at whatever 
cost, I, who have roots in both countries, 
had to write this book—while there is 
time.” 
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THE Branpeis Way. A Case Stupy IN 
THE WorKINGS OF Democracy. By 
Alpheus Thomas Mason. Princeton, 
N. J. Princeton University Press. 


Pp. XII-336. $3. 


THE author chooses as his “case” Louis 
D. Brandeis, and his brilliant struggle 
to obtain for the workers of Massachu- 
setts, cheap, safe industrial life insur- 
ance. The battle for savings bank in- 
dustrial life insurance begun in Massa- 
chusetts has now become a_ national 
issue. New York has adopted a law 
somewhat similar to that of the Bay 
State, and New Jersey, Michigan and 
many other states have savings bank in- 
surance proposals under consideration. 
Bankers will find this book of absorb- 
ing interest as an exposition of the 
Brandeis political philosophy and the 
problems which democracy must solve 
if it is to survive. 


MEIN Kampr. By Adolph Hitler. New 
York: Reynal & Hitchcock. 1939. 
Pp. XXXVI-394. $3.00. 

THE complete Mein Kampf, in English 

for the first time. This edition is com- 

pletely annotated (some 300 pages 
being added to the original text) to 
clarify obscure references, give histori- 
cal background, relate predictions and 
assertions to current events, and to in- 
dicate the differences among the various 
editions appearing in Germany and in 
this country. All proceeds, after de- 
ducting legitimate expenses, are to be 
turned over to a fund for refugees. 

Probably the most important politi- 
cal work of the century, Mein Kampf 
brings to the reader Hitler’s hates, am- 
bitions and intentions—many of the 
latter having already been achieved since 
the book was written. It gives his ideas of 
himself, his career until 1924, the War, 
the Nazi party, and of Germany’s past, 
present and future. 

Even more, it reveals to a large extent 
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the fixations and mental processes of 
the author, and the psychological roots 
of the Nazi party—all of which, whether 
one disagrees with, or is apathetic to- 
ward Hitler and the Nazis forms a 
necessary background to an understand- 
ing of events in Europe today. 

A distinguished group of men formed 
the Editorial Committee in charge of 
translations and annotations: John 
Chamberlain, Sidney B. Fay, John 
Gunther, Carlton J. H. Hayes, Graham 
Hutton, Alvin Johnson, W. L. Langer, 
Walter Millis, R. de Roussy de Sales, 
and George N. Shuster. Their work has 
resulted, both as to format and editorial 
handling, in something more than a 
mere translation. 


We Saw Ir Happen. By Thirteen 
Correspondents of The New York 
Times. New York: Simon and 


Schuster. 1939. Pp. 379. $3.00. 


HERE we have “The News Behind The 
News That’s Fit to Print”’—a book in 
which thirteen ace correspondents of a 
great newspaper describe history-making 
events as they saw them happen. 

Arthur Krock writes on Washington, 
D. C., and about the New Deal in par- 
ticular. G. E. R. Gedye tells of the last 
days of Austria and of other exciting 
events in the very recent past. F. Ray- 
mond Daniell brings new stories about 
Huey Long, the Scottsboro boys, An- 
drew Mellon’s income tax appeal, share 
croppers and other phases of Ameri- 
cana. 

Frank Nugent and Douglas Churc- 
hill tell about the movies and Holly- 
wood. Elliott V. Bell, in his chapter 
on “The Decline of the Money Barons” 
reports some absorbingly interesting, to 
bankers, sidelights on J. P. Morgan, 
Charles E. Mitchell, the “Big Boom,” 
the “Big Crash,” and gives his views on 
the future of Wall Street and the posi- 
tion of banking today. 

Ferdinand Kuhn writes on Great 
Britain; Russell Owen on Admiral 
Byrd’s South Pole expedition and other 
explorations; John Kieran on sports; 
William Conklin on Tammany Hall; 
Hugh Byas on Japan; Brooks Atkinson 
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on dramatic criticism; and Louis Stark 
on the Sacco-Vanzetti case. 

This book fully lives up to the aim 
admitted in the introduction—to present 
“a cross section of twentieth-century 
civilization,” and “to make the reader 
feel the wind of life as it blows by.” 


WHITHER AMERICA? Common Sense 
and Better Times. By Hans Christian 
Sonne. New York: Business Bourse. 


1938. Pp. 279. $3.50. 


TracinG the evolution of capitalism and 
democracy with a primitive parallel of 
the “old tribe,” Mr. Sonne simplifies the 
start of money, banking, interest, dis- 
count rates, panic, currency deprecia- 
tion, gold reserve, and many another 
complicated part of modern civilization. 

With this introductory background, 
and his explanation of the conflict of 
capitalism and democracy ending in the 
crisis of 1929, the author proceeds to 
discuss specific present and future prob- 
lems. Chapters devoted to these problems 
include: Banking, Industry, Foreign 
Trade, Gold, Labor and Unemployment, 
Taxes, Government in Business, Where 
Are Our Present Policies Leading Us? 
He then offers his recommendations, 
which include: that Congress be re- 
cruited only from ranks of graduate 
political economists, further devoluation 
of the dollar, that unemployables be 
disfranchised, a one-year national serv- 
ice for youth to be made compulsory, 
second terms abolished, wages be re- 
duced 10 per cent., further employment 
be made compulsory, etc. 

Unduly critical of bankers, and evi- 
dently basing his estimate of all upon 
observation of but a few cases, Mr. 
Sonne nevertheless makes a few thought- 
provoking suggestions in his chapter on 
Banking. He suggests a modification 
of various regulations, greater freedom 
of action, and the codperation of bank- 
ers with educational institutions, indus- 
trialists and merchants in a “com- 
prehensive program embracing the 
necessary standard for the banking pro- 
fession,” so that the best possible citi- 
zens may be induced to go into the 
banking business. 

He accuses bankers of shortsighted- 
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ness today in buying Government bonds, 
since: “This gives them an immediate 
profit, for there would appear at the 
moment but few other fields where they 
can place their funds profitably; but the 
reason why they can not lend advan- 
tageously through private channels is 
that governmental activities are un- 
sound, which is the very state of affairs 
that the bankers themselves contribute 
to create by investing in Federal bonds. 
The most patriotic and sound action 
and consequently in the long run the 
most profitable for the nation is to re- 
fuse to buy Government bonds as long 
as Government does not spend the 
money in a sensible way.” 


Union Now. By Clarence K. Streit. 
New York: Harper & Brothers. 1939. 
PP. 315. $3.00. 


THE author offers a daring, yet care- 
fully worked out plan to unite the 
United States and the European democ- 
racies under one federal government—a 
federal union of the leading democ- 
racies. 

He proposes that America, Great 
Britain, France, Belgium, Netherlands, 
Switzerland, Denmark, Norway, Sweden 
and Finland unite to form a common 
government for their people—a govern- 
ment based on the principle that the 
state is made for man, not man for the 
state, and organized on the broad lines 
of the American Constitution. 

Such a union would have a common 
citizenship, defense force, customs, 
money and communications system. It 
would guarantee each democracy the 
right to govern its home affairs in its 
own tongue according to its customs. It 
would leave the door open to all other 
democracies that would guarantee their 
citizens the Union’s minimum Bill of 
Rights. 

Such a union would have more than 
60 per cent. control of nearly every war 
essential. It could reduce its arma- 
ments and still be stronger than any 
possible combination of aggressors. It 
would save its citizens billions in need- 
less taxes, customs duties, armaments, 
officials. 

Having covered the League of Na- 
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tions at Geneva for the New York 
Times during the past nine years, the 
author has had ample opportunity and 
facilities for close observation of world 
affairs as well as the weaknesses of the 
league. His keen analysis of the rea- 
sons for this organization’s failure is of 
interest in itself. His carefully detailed 
plan for union, including an illustrative 
constitution, is admittedly daring, but 
certainly deserving of thought today. 


STATE OF WAR PERMANENT UNLEsS—. 
By Louis Wallis. New York: Double- 
day, Doran. 1938. Pp. XLIV-96. 
$1.00. 


IncLupING both new material and an 
earlier brochure by the same author 
(Safeguard Productive Capital), this 
book traces the troubled condition in 
Europe to ground rent levied upon the 
lower classes by landlords. 

He warns: “If the main burden of 
taxation is not soon shifted from pro- 
ductive capital to ground values, any 
resumption of business activity will re- 
sult once more in disastrous inflation 
of ground values, renewed land specu- 
lation, and another slump more terrible 
than ever.” 

Conceding that Henry George has 
done more than anyone else to call at- 
tention to the problem of economics in 
relation to the land, the author feels 
that Mr. George did not “emphasize 
productive capital as an element in the 
evolution of society, and as the key- 
factor in prevalent social tension.” He 
therefore suggests, in this book, a new 
“capital-relief-tax” which he believes a 
solution to the problem. “Its intention 
is that all pieces of land having ap- 
proximately the same value, whether 
improved or vacant, shall be taxed 
alike. Not that all land shall be taxed 
the same; but all land of approximately 
the same value.” 


MeritisMm—tThe Middle Road. By Ches- 
ter H. Burke. Los Angeles: Parker & 
Baird Company. 1939. Pp. 343. 
$5.00. 


THE author has had considerable bank- 
ing and investment experience, starting 
at the First National Bank in Chicago, 
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serving as assistant to the Clearing 
House examiner in that city later. He 
was associated with Maynard H. 
Murch & Co., then became vice-presi- 
dent and director of McDonald, Cool- 
idge & Co., both firms in Cleveland. He 
was the first president of the Financial 
Advertising Club of Cleveland, and 
served as vice-president of the Bond 


Club there. 


In this book, Mr. Burke proposes a 
new economic philosophy based upon 
the premise that paternalism is the 
quicksand undermining the economic 
stability of all, and that work represents 
the sound foundation for security, hap- 
piness and peace. 

He recommends considerable prelim- 
inary work on the part of economists, 
accountants and statisticians to deter- 
mine first of all the percentage of work- 
ers possible to employ in the various 
classifications of industry — capital 
goods, production of necessities, produc- 
tion of conveniences, with the goal of 
employing all willing workers. A 
necessary part of his plan includes the 
computation of “a graduated scale of 
average wages and raw material prices” 
in line with the estimated increased de- 
mand for all products resulting from 
the employment of all workers. “The 
average wage will then be broken down 
to definite wages for all functions of 
employment, and the average raw ma- 
terial price will be broken down to ac- 
tual prices for each commodity.” 

Thus, according to his findings, “the 
outcome will be accurate wages and raw 
material prices, which, together with 
profitable selling prices for all other 
things, will elevate the purchasing 
power of the people by the necessary 
one-third. This increased purchasing 
power will permit the fulfillment of the 
wants of everyone to the extent neces- 
sary to employ all workers normally, 
and provide employers with sufficient 
business at new selling prices to make a 
fair profit.” 

Among the necessary changes in 
banking which Mr. Burke proposes are: 
requirement of a Federal charter for all 
banks to eliminate forty-eight conflict- 
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ing authorities; dissolution of the 
FDIC; restoration of double liability for 
stockholders; segregation of banks into 
four separate and distinct types of insti- 
tutions—commercial, savings, _ trust, 
building and loan. Currency would be 
entirely Federal Reserve notes, and 
other forms of currency issue would be 
discontinued. 

Various chapters discuss in detail the 
effects of his plan upon: labor, farmers, 
foreign trade, money and_ banking, 
world peace, etc. 


MAKING THE ANNUAL REPORT SPEAK 
FoR InpustRY. By James P. Selvage 
and Morris M. Lee. New York: Mc- 
Graw-Hill. 1938. Pp. XII-187. $4.00. 


CompiLepD by the National Association 
of Manufacturers, this book makes an 
extremely effective and informative 
presentation of annual reports which are 
more than mere compilations of figures 
to produce a balance sheet that only an 
accountant can understand. It tells, 
with liberal illustrations, what many 
companies are doing today to acquaint 
employees, stockholders and the public 
at large with facts about the reporting 
companies—their contributions to the 
individual and to society as a whole. © 

As expressed in the introduction: “To 
provide the people in a democracy with 
a correct picture of their own economy 
is essential if distortion is to be avoided 
—if those who attack our way of life 
and would substitute for it some other 
way, a Communist or a Fascist way, are 


to be checked. .. . 


“A first necessity today is for indus- 
trial management to recognize this and 
to endeavor, through every possible 
channel, to take the mystery out of 
business operations.” 

The introduction also offers some 
very worth while advice which is as ap- 
plicable to banking as to any business: 
“Your company, whatever its size, is a 
part of industry. It is as vitally affected 
as any other part by such elements as 
harmful legislation, excessive taxes, dis- 
organization of business, and, above all 
else, public lack of understanding of 
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the important réle industry plays in 
raising the standard of living and in 
national progress. 

“Any opportunity that can be grasped 
to make clear its operations, its prob- 
lems, its value as a part of the com- 


munity and the nation is decidedly 
worthwhile. 


“Your annual report offers such an 
opportunity.” 

With comparatively little editorial 
matter, actual examples of what has 
been done effectively are presented in 
this book. It will be found invaluable 


for those who are interested in humaniz- 
ing their annual reports. 


MEN Must Act. By Lewis Mumford. 
New York: Harcourt, Brace & Co. 
1939. Pp. 176. Paper bound, 75 
cents; cloth, $1.50. 


For the purpose of rallying together 
“those who have a firm belief in democ- 
racy,” the author presents a stirring 
indictment of fascism, and makes a 
number of concrete suggestions for 
American foreign policy. 


One of these is that isolationism is 
not enough—that non-intercourse is the 
first step for America to take. This 
would include: withdrawal of our na- 
tionals from Germany, Italy and Japan; 
liquidation of our investments in these 
countries; placing a complete embargo 
on trade with them; withholding pass- 
port privileges from Americans desiring 
to travel in those countries; refusing 
entry to fascist country vessels; deport- 
ing Germans and Italians who remain 
fascist subjects; withdrawal of citizen- 
ship privileges from naturalized citizens 
who subscribe to the fascist doctrine of 
dual allegiance. The author does not 
merely make these suggestions—he dis- 
cusses the probable effects is they are 
carried out. 


Pointing out the examples of Czecho- 
slovakia as evidence that positive action 
is needed, rather than appeasement or 
the hope of changing fascist attitudes, 
Mr. Mumford counsels an attitude of 
being ready to fight and letting the 
fascists know that America is ready. 
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BOOKS RECEIVED 


The following books, and others, will be 
reviewed in the May issue of The Bankers 
Magazine: 

THE KNACK OF SELLING YOUR- 
SELF. By James T. Mangan. Chicago: 
The Dartnell Corporation. 1938. Pp. 234. 
$2.50. 

PLAIN ENGLISH. By William Freeman. 
New York: D. Appleton-Century Com- 
pany. 1939. Pp. XIV-189. $1.50. 

FULL RECOVERY OR STAGNATION? 
By Alvin Harvey Hansen. New York: 
Norton & Co. 1938. Pp. 350. $3.50. 
GOVERNMENT PRICE FIXING. By 
Jules Backman. New York: Pitman Pub- 
lishing Corporation. 1938. Pp. 304. $3.00. 
THE DETERMINATION AND ADMIN- 
ISTRATION OF INDUSTRIAL RE- 
LATIONS POLICIES. By Helen Baker. 
Princeton, New Jersey: Princeton Univ. 

1939. Pp. 74. $1.50. 

CAUSE AND CONTROL OF THE 
BUSINESS CYCLE. By E. C. Har- 
wood. Cambridge, Mass.: American In- 
stitute for Economic Research. 1939. Pp. 
220. $2.00. 

SCHACHT—HITLER’S MAGICIAN. By 
Norbert Muhlen. New York: Alliance 
Book Corp. 1939. Pp. XVI-228. $3.00. 

MEMBER BANK BORROWING. By 
Robert C. Turner. Columbus: Ohio State 
University. 1938. Pp. 243. 

SAVINGS AND LOAN PRINCIPLES. 
By Morton Bodfish and A. D. Theobald. 
New York: Prentice-Hall, Inc. 1938. Pp. 
XVII-715. $4.00. . 

THE NEW WESTERN FRONT. By 
Stuart Chase. New York: Harcourt, 
Brace & Co. 1938. Pp. 196. Paper bound, 
75 cents; cloth, $1.50. 

THE COMMERCIAL PAPER HOUSE 
IN THE UNITED STATES. By Albert 
O. Greef. Cambridge, Mass.; Harvard 

. Univ. Press. 1938. Pp. XXIII-459. $5.00. 

CONTEMPORARY MONETARY THE- 
ORY. By Raymond J. Saulnier. New 
York: Columbia Univ. Press. 1938. Pp. 
420. $4.00. 

ECONOMIC PROBLEMS IN A CHANG- 
ING WORLD. By Willard L. Thorp 
and associates. New York: Farrar and 
Rinehart. 1939. Pp. XVIII-320. $5.00. 

POLITICAL HANDBOOK OF THE 
WORLD. Edited by Walter H. Mallory. 
New York: Harper & Bros. 1939. Pp. 
207. $2.50. 

THE LONDON MONEY MARKET. By 
William F. Spalding. London: Pitman & 
Sons, Ltd. 1938. Pp. X VII-277. $3.00. 

THE ABC OF THE FEDERAL RE- 
SERVE SYSTEM. By Edwin Walter 
Kemmerer. Princeton, ‘New Jersey: 
Princeton Univ. Press. 1938. Pp. 292. 
$2.50. 
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SURVEY 


A condensation of recent studies on various phases of banking, finance and 
economics issued by banks, investment houses, business associations, Govern- 


ment bureaus and other organizations. 


BANKS AND CREDIT 


NTERESTING light on the  oft- 
recurring charge that small business 
is being denied adequate access to 

credit by the banks is provided by the 
joint investigation conducted by the 
Smaller Business Association of New 
York, New Jersey, Connecticut, Inc., and 
the Federal Reserve Bank of New York. 
Out of 6000 replies to a questionnaire 
as to credit needs about two-thirds were 
found by the association to show either 
no legitimate credit need or no sound 
basis for a loan. One hundred of the 
most meritorious of the others were 
turned over to the Federal Reserve Bank 
of New York for investigation. Of these, 
some two-thirds were found to have 
enough credit available or else to lack 
sufficient interest to present their cases. 
In the remaining thirty-four cases the 
condition of the business failed to war- 
rant any loan. 


The significance of these conclusions 
lies in the fact that they were reached 
not only by the Reserve bank but also 
by an organization speaking for the bor- 
rowers themselves. The banks have of 
course always been objects of attack by 
those who maintain that their credit 
needs have been unjustly denied. It is 
doubtless true, especially in recent 
years, that the desire of some banks to 
maintain a liquid position has made 
them extremely cautious in granting ad- 
vances. It is also clear that the changes 
that have taken place in the past decade 
have seriously aggravated the problem 
of raising permanent long-term capital 
for any but the larger, better-known 
enterprises. But that the banks in gen- 
eral have been reluctant to grant loans 
to all who have been recommended by 
something more than need alone does 
not appear to be borne out by the facts. 
—Editorial, New York Times. 


PRICE CONTROL AND STABILIZATION 


HE Board of Governors (of the 
Federal Reserve System) is in com- 
plete sympathy with the real pur- 
pose of the price-stabilizing bills, which 
is to prevent booms and depressions and 
have business always on an even keel. 
But experience has shown that prices do 
not depend primarily on the volume or 
the cost of money; that the Board’s con- 


trol over the volume of money is not 
and can not be made complete, and that 
steady average prices, even if obtainable 
by official action, would not assure last- 
ing prosperity. The Board exerts all its 
powers to provide a constant and ample 
flow of money at reasonable rates to 
meet the needs of commerce, industry 
and agriculture. In order to maintain 
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a lasting prosperity many other agencies 
of the Government, as well as many 
groups in the general public, must co- 
operate, since policies in respect to taxa- 
tion, expenditures, lending, foreign 
trade, agriculture and labor all influence 
business conditions. 

The Board believes that an order by 
Congress to the Board or to any other 
agency of Congress to bring about and 
maintain a given average of prices 
would not assist, but would hinder, ef- 
forts to stabilize business conditions. It 
would hinder, because the price average 
frequently would indicate a policy that 


would work against rather than for sta- 
bility. Such an order would also raise 
in the public mind hopes and expecta- 
tions that could not be realized. 

Conclusion: In view of all these con- 
siderations the Board does not favor the 
enactment of any bill based on the as- 
sumption that the Federal Reserve Sys- 
tem or any other agency of the Govern- 
ment can control the volume of money 
and credit and thereby raise the price 
level to a prescribed point and maintain 
it there.—Board of Governors, Federal 
Reserve System. 


CAPITAL MARKETS 


T appears clear that of the factors 

affecting investment credit, the un- 

predictable risks are today the gov- 
erning causes for caution and stagnation 
in capital markets. These risks include 
those of war, currency uncertainty and 
inflation, political and social develop- 
ments, threatening confiscation and re- 
distribution of wealth, and the risk of 
decay of those institutions of free enter- 
prise which have characterized the his- 
tory of economic liberalism, caused by 
efforts to restrict the fundamental in- 
stincts of humanity. The repudiation of 
economic nostrums is required; finan- 
cial sanity and fiscal integrity must be 


restored in governmental affairs. Hap- 
pily in France and the United States 
particularly, where “experiments” have 
been tried, public opinion appears 
ready to support a return to conserva- 
tive policies. Signs are evident that 
statesmen of the major powers have 
understood from the spontaneously 
joyous reaction of all populations fol- 
lowing Munich that theirs is a mandate 
to evolve solutions by peaceful negotia- 
tion. These augur well for a slow but 
definite revival of confidence and enter- 
prise in international trade and finance. 
—The Index, Spring, 1939; The New 
York Trust Company. 


LEADING CORPORATIONS’ PROFITS 


NNUAL reports to shareholders 
published to date by 940 leading 
manufacturing corporations show 

combined net profits, less deficits, of 
approximately $672,000,000 for the year 
1938, compared with $1,545,000,000 
for the same companies in 1937,—a de- 
cline of 56 per cent. These companies 
had an aggregate net worth of $15,202,- 
000,000 at the beginning of 1938 and 
$14,705,000,000 at the beginning of 
1937, upon which the net profits repre- 


340 


sented a return of 4.4 per cent. and 
10.5 per cent. respectively. 

The outstanding feature of the year’s 
results was the sharp rise in profits that 
occurred in the fourth quarter, accom- 
panying the upturn in general business 
activity. A group of 200 large com- 
panies, for which regular quarterly fig- 
ures are available, showed a drop of 
about 67 per cent. in net profits during 
the first nine months of 1938 as com- 
pared with the same period of 1937, but 
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in the final three months, according to 
preliminary figures, made a gain of 13 
per cent., as indicated by the following 
totals: 


Net Prorits or 200 Leapine INpusTRIAL 
CorPoRATIONS 
(In Millions of Dollars) 
Per Cent. 
Change 


1937 1938 


Net worth Jan. 1 $10,615 $11,190 
Net profits: 
First quarter.. 
Second quarter 
Third quarter. 
Fourth quarter 


318 
385 
324 
226 


108 —66 
118 —69 
lll —66 


255-pre. +13 


It will be seen that the comparative 
gain in the fourth quarter was due both 
to the downward trend in the latter part 
of 1937, and to the actual increase dur- 
ing the fourth quarter of 1938, when 
dollar profits were more than double 
the rate of the preceding three quarters. 
In fact, many individual companies, 
notably in the automobile and steel in- 
dustries, secured the major portion of 
their last year’s earnings in the final 
three months.—The National City Bank 
of New York; March, 1939. 


DEBT AND TAXES 


HE amount of taxes paid by the 

American people last year was the 

highest on record. Aggregate tax 
revenue collected by all. governmental 
units—F ederal, state and local—in 1938 
is estimated at $13,700,000,000 by the 
National Industrial Conference Board. 
Taxes paid last year were 40 per cent. 
more than in 1929 whereas our national 
income was approximately 25 per cent. 
less than in that boom year. 

Our tax bill is increasing at a much 
faster rate than our income. This is 
strikingly shown by the fact that per 
capita taxes—Federal, state and local— 
in 1938 represented about 23 per cent. 
of per capita income as against 12 per 
cent. in 1928. Although absorbing a 
much larger proportion of income than 
a decade ago, taxes collected last year 
were not adequate to cover govern- 
mental expenditures and a large part of 
Federal outlay had to be met by bor- 
rowing. If the Government had paid 
all its bills in 1938 nearly 30 per cent. 
of all the income of all the people in 
the country would have been collected 
in the form of taxes. Such a levy would 
have imposed a burden so staggering 
as to compel a drastic downward ad- 
justment in our living standards. We 
cannot postpone indefinitely the bal- 
ancing of the nation’s budget. Interest 
charges alone on the Federal debt are 
now one-fourth larger than total Fed- 
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eral expenditures of twenty-five years 
ago. 

In order to obtain necessary revenue 
the Federal Government has been tap- 
ping an increasing number of sources. 
Practically all that remains for the local 
government is the tax on property which 
now constitutes about nine-tenths of its 
total source of revenue. Property taxes 
constitute a rigid cost that bears down 
heavily on individuals and corporations 
especially in times of sub-normal busi- 
ness. They are assessed on a plant even 
though the firm is closed down and on 
a home even though the owner is out 
of a job. In many cities and towns 
throughout the land the local levy has 
become so nearly confiscatory as to un- 
dermine the source of revenue. In some 
of our leading states as much as one- 
fifth of all the real estate is in distress 
—under foreclosure or held by the local 
government for non-payment of taxes. 
What is happening is that we are “de- 
stroying the seed corn” as real property 
constitutes about one-half of our total 
wealth. 

The crushing burden of taxes upon 
business enterprise is revealed by data 
compiled by the Treasury Department. 
According to this source the total taxes 
paid by all corporations in the country 
in 1936, the latest year for which re- 
ports on returns are available, were 53 
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per cent. of net income. During the 
past decade the Government has col- 
lected from corporations not far from 
twice as much as have the stockholders. 
The railroads paid taxes of more than 
$340,000,000 in 1938 while their deficit 
for that period is estimated at around 
$120,000,000. Taxes were equal to one- 
third of net income of the electric light 
and power industry last year and 43 
per cent. of the petroleum industry. 
Owners of real estate pay more than 
$4,000,000,000 in taxes. It is estimated 
that taxes absorb from 30 per cent. to 
40 per cent. of total rentals of real 
property in the cities. Total motor ve- 
hicle user taxes are estimated by the 
Automobile Manufacturers’ Association 
at $1,580,000,000 in 1937 or more than 
double total Federal expenditures in 
1913. Taxes paid by the steel industry 
in 1937 represented 42 per cent. of net 
earnings according to compilations 


made by the American Iron & Steel In- 
stitute and amounted to $330 for every 
person employed in the steel. industry 
or the equivalent of a year’s wages for 
108,000 workers. 

Government spending is not only 
making a serious drain on current in- 
come but imposes heavy claims on 
future income. Total public debt has 
mounted until now it is more than $58.- 
000,000,000 or about $1800 a family as 
against $269 in 1913. Whereas in the 
pre-war year debt constituted less than 
3 per cent. of our wealth it is now aboui 
20 per cent. If private long-term obli- 
gations are added our total long-term 
debt represents about 45 per cent. of all! 
the wealth in the country or double the 
proportion of a quarter of a century 
ago. This shows how the shadow of 
debt is creeping up on equity owner- 
ship.—New England Letter, The Firsi 
National Bank of Boston. 


FACTORS PREVENTING INVESTMENT 


DEQUATE explanations for . the 
sluggishness of recovery are not 
far to seek. The borrowing and 

spending program itself, while it may 
stimulate business and increase the na- 
tional income temporarily, provides no 
effective substitute for private invest- 
ment, since it is limited for the most 
part to public works and other non- 
revenue-producing projects that make 
little or no permanent contribution to 
industrial productivity and earning 
power. At the same time, the policy 
tends to defeat its own purposes by 
shaking confidence in the future of cur- 
rency, credit, prices, and costs, and thus 
discouraging private investment. 

But the Government’s fiscal position, 
serious as it is, is not the sole obstacle, 
or perhaps even the most important ob- 
stacle, to recovery. The crux of the 
problem lies in the outlook for profits, 
which has been impaired in various 
ways by recent legislative and admin- 
istrative policies. Close regulation, par- 
ticularly in the field of labor relations, 
has raised and “frozen” some of the 
principal operating costs of business 
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concerns. Heavy direct taxes on com- 
merce and industry have imposed a fur- 
ther burden on earning power. Tax 
rates on capital gains and on large in- 
comes in general have reached almost 
confiscatory levels, threatening actua! 
and potential investors with the loss of 
a large part of any profits they might 
make through successful use of their 
capital. Over a large section of the 
business field, actual or threatened gov- 
ernmental competition has obscured the 
prospects of profitable operation to such 
an extent that expansion has been very 
sharply curtailed. And ‘in all these di- 
rections there hangs over business the 
ever-present possibility of new and un- 
known measures of a similar nature. 

In the face of these conditions, it 
seems clear that the practice of incur- 
ring huge Treasury deficits in the hope 
that the excess expenditures will in- 
crease the national income to a level 
where the budget will balance itself 
automatically not only has small pro- 
spects of success but is a deterrent, not 
an aid, to recovery.—The Guaranty 
Trust Company of New York Survey. 
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THE LIQUIDATION OF 
ENTERPRISE 


By MERLE THORPE 


VERY now and then we have to ad- 
‘mit, reluctantly, that business men 
are babes in the wood when it 
comes to an understanding of the larger 
issues involved in the present contest 
ietween the forces of free enterprise and 
-tate-coercion. 

They view the appointment of Mr. 
\mlie, an avowed foe of the American 
system, as only the reflection of a mood. 
They see in the Wilkie settlement some- 
thing to applaud in that private prop- 
erty confiscated by government is paid 
for. They see in the insurance investi- 
gation only an excuse to keep the pot 
boiling as a piece of political expedi- 
ency. But these and a hundred other 
recent events are manifestations of a 
deep strategy to “Make America Over.” 

There has been no secrecy about it. 
The plan has been described in detail. 
The objective is to supplant the volun- 
tary agencies of the market-place with 
political boards armed with powers to 
compel. The axle of the socialistic 
wheel is the control and allotment of 
capital, that is, the people’s savings. 

Karl Marx, pointing the way to a so- 
cialistic state, gave as the first objec- 
tive, “Centralization of credit in the 
hands of the state... an exclusive 
monopoly.” 

Lenin, who put the Marx theories into 
practice, said, “Through the national- 
ization of banks they”—referring to the 
small business men—“may be tied hand 
and foot.” Again he said that one state 
bank, with branches in every factory— 
“this is already nine-tenths of the So- 
cialistic apparatus.” 

Consciously or unconsciously we are 
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Calling attention to the pres- 
ent tendency toward centraliza- 
tion of credit in the hands of the 
State, this article—which is re- 
printed by special permission 
from an editorial in the March 
issue of the magazine ‘‘Nation’s 
Business’’—is of vital concern 
to every banker, every business- 
man, every citizen of America. 


bringing about this change in the United 
States. Since 1930 most of our capital, 
for good or bad, has been allotted by 
political Washington. The people’s 
savings have been handled from the top 
down, through 41 Federal lending 
agencies and through innumerable 
spending agencies, not from the bottom 
up as during the 150 previous years of 
our history. 

With the highest official word that the 
“emergency” is still with us after nine 
years, the burden of proof that the new 
way is better is upon those who are re- 
constructing our society in accordance 
with a definite plan. 

From 1900 to 1930, under the Ameri- 
can method of pooling savings and put- 
ting them to work, about $6,000,000,000 
a year went into the expansion of old 
enterprises and the development of new, 
which alone accounts for nearly 10,- 
000,000 gainful jobs today. Since 1930 
political handling of billions of this 
credit and capital has resulted in no net 
addition to our equipment for industry 
and commerce and their auxiliary serv- 
ices. In our whole history this is the 
longest period in which such a condi- 
tion has obtained. 

The tide is running strongly here, as 
in the rest of the world, toward political 
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control. The pity of it is that the many 
do not recognize it. The social security 
act was designed to relieve distress, yet 
placed a billion of savings last year 
under political allocation. The Wilkie- 
T. V. A. settlement gave politics an 
additional $80,000,000 of control. The 
insurance investigation, inspired in the 
summer of 1933, is not to allay .any 
public suspicion or fear, but, because 
“insurance assets in private hands may 


give individuals too great power.” The 
state covets these additional billions. 
The nation must sooner or later de- 
cide the issue. The decision will deter- 
mine most of our other national prob- 
lems. Simply, the issue is, who shall 
bring together the savings of the people. 
Shall the savings go to the market-place, 
voluntarily as in the past, or shall they 
be collected by compulsion and allo- 
cated according to political expediency? 


how much 1 can do... 
Help us fell the public that 


CANCER 


can be cured 


but treatments must be started in time 


Large gifts are needed by the New York City 
Cancer Committee. But if you can spare only $1, 
bring it today or mail it to the Red Door, 130 East 
66th Street, New York. You will receive: 


1. A year's subscription to the Committee’s new 
publication of information about cancer research 
and treatment, “The Quarterly Review.” 


2. A supply of labels for your packages. 


The remainder of your $1 will be spent for the in- 
formation service, distribution of free pamphlets, 
lectures, exhibits, publicity, etc. 


NEW YORK CITY CANCER COMMITTEE 


of the American Society for the Control of Cancer, 130 East 66th Street, New York 
I enclose $1 for the purposes specified in your announcement. 


Name 


Address 











If not a resident of New York City, write for information to the American Society for the 
Control of Cancer, 1250 Sixth Avenue, New York 
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ON THE WEST COAST 


By JoHN FARNHAM 


LTHOUGH the American Bankers 
Association convention is still 
nearly six months away, candidates 
sre already being discussed for the post 
of second vice-president. A. L. Lath- 
yp, president of the Union Bank and 
rust Company in Los Angeles, has been 
advanced for this distinction by several 
cf the Western “independent” organiza- 
tons, including the militant 12th Dis- 
trict association. Presumably, Mr. Lath- 
rop will also have support from similar 
organizations in the Middle Western 
States. 

However, it is a foregone conclusion 
that Mr. Lathrop will meet with consid- 
erable opposition and in many Western 
banks the hope is being expressed that 
Russell Smith, cashier of the Bank of 
America, N. T. & S. A., will allow his 
name to be used as a candidate. Mr. 
Smith is perhaps the best equipped bank 
manager in the West, which is some 
qualification in itself. But, beyond this, 
judged by the record of the Bank of 
America during the past few years, he 
would bring a wholly new outlook to 
the A. B. A. higher command. Most 
A. B. A. officers of the past few years 
have been philosophically committed to 
the classical concept of commercial 
banking. Without neglecting this side 
of the picture, the Bank of America has 
pioneered the newer forms of consumer 
banking. Through its advertising and 
its state-wide system of branch offices, 
it has become as much a part of the 
life of the man in the street as the elec- 
tric light company. If this idea of bank- 
ing as a public utility as well as a 
public trust is destined to become in- 
creasingly general during the next few 
years, and many people believe it will, 
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Coast States. 


then the A. B. A. ought to be well served 
by putting Mr. Smith in line for its 
highest office. 


Western Capital Ratios 


The apparent intention of the Wash- 
ington master minds to require banks 
to maintain a capital ratio of at least 
one dollar in capital funds for each $10 
of deposits is causing considerable dis- 
cussion on the Coast. Most of the bet- 
ter informed Western bankers feel that 
any rule of thumb as applied to capital 
ratios would be of no practical value, 
because it would not take into consid- 
eration the nature of a particular bank’s 
assets. Plainly a bank holding only ac- 
ceptances, short Government obligations 
and cash would need less capital, in 
proportion to its deposits, than would a 
bank whose assets showed a large per- 
centage of long-term real estate mort- 
gages. Yet a rule of thumb capital ratio 
would treat both banks alike. 

But beyond such theoretical consid- 
erations many Western bankers are con- 
cerned about the capital ratio debate be- 
cause of the effect a 10 to 1 ratio might 
have upon the position of individual 
Western institutions. As of last Decem- 
ber 31, for example, ten leading Far 
Western banks had an average capital 
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ratio of just about $12 in deposits for 
each dollar of capital, surplus and 
profits, whereas as of the same date New 
York City national banks had a dollar 
of capital for each $8.83 in deposits. 
To bring the West Coast in line with 
the New York City figure would mean 
the acquisition of about $100,000,000 
in new capital, or fifty or sixty millions 
to bring these ten banks to a ratio of 
10 to 1. 


East and West Differences 


Here, however, enters a second con- 
sideration. The New York City na- 
tionals are primarily commercial banks 
while the West Coast banks, considered 
in this group, have savings funds equal 
to approximately half of their aggregate 
deposit liabilities. Theoretically, and 
probably practically, this means that 
their deposits are more stable than those 
in the New York nationals. In the case 
of a pure savings institution, such as an 
Eastern mutual, this added _ stability 
would be offset by the relatively non- 
liquid nature of the mutual’s: invest- 
ments, so that, in any comparison of 
capital to deposit ratios, the savings 
bank and the commercial bank should 
be rated about the same. Thus again on 
a straight comparative basis the West 
Coast banks seem to need more capital 
to put them on a line with New York. 

But here enters the anomalous nature 
of West Coast banking, for the West 
Coast banks, although their deposits are 
half held in the savings category are 
purely commercial banks on the invest- 
ment side. Thus, while they have a 
large share of the deposit stability of a 
mutual savings bank, they also have the 
liquidity of a New York City national. 
What this should mean in the case of 
a capital to deposit ratio is plainly a 
matter of opinion. Westerners argue 
that they are adequately capitalized 
where they now stand, at an average of 
about 12 to 1. They-may or may not 
be correct in this, but there is ‘certainly 
merit in the contention that you can’t 
lay down a hard and fast rule of this 
kind and have. it work: with equal jus- 
tice in both California and on the North 
Atlantic Seaboard. 
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PAMPHLETS 


Wuy AcricutturAL GLuTs DEVELop. 
By Alonzo E. Taylor. Minneapolis, 
Minn.: University of Minnesota Press. 
1939. Pp. 28. 25 cents. 

A piscussion of the inevitable recur- 

rence of agricultural surpluses. The 

author was for fifteen years director of 
the Food Research Institute at Stanford 

University. 


AMERICA AND THE REFUGEES. By Loui: 
Adamic. New York: Public Affair- 
Committee, Inc. 1939. Pp. 32. 10 
cents. 

ADMITTING refugee children and elder]: 

persons might help rather than injure 

the employment situation in the Unite<| 

States, since “many of the group wil! 

have to be supported in any case b: 

American money either in Germany 0: 

elsewhere. It might better be spent her : 

where American business can reap th» 
profit,” says Mr. Adamic, who is the 
author of a number of best-sellers. 


MANAGED CurrENCY IN Great Britain 
AND SWEDEN. New York: Institute of 
International Finance, New York 
University; John T. Madden, director. 
March 6, 1939. Pp. 34. 

Stupyinc the effects of managed cur- 

rency in these countries, some compari- 

son is made with the United States ex- 
perience, and attention is called to the 
reasons for the variations in results. 


How To BALANCE THE FEDERAL Bupcer. 
By John C. Gebhart. New York: The 
National Economy League. March, 
1939. Pp. 33. ‘ 

A REVIEW of Federal finance, the theory 

of spending, and the need for balancing 

of the budget. 


In the cake-eater’s paradise in which we 
live today, bankers are the particular 
devils who are obliged to bear most of 
the blame for the repeated disappoint- 
ments of those who are constantly try- 
ing to consume their cake and keep it. 
—Dr. Virgil Jordan, president, The Na- 
tional Industrial Conference Board. 
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SAVINGS SEGREGATION 


By Henry S. KINGMAN 


President, 
Farmers and Mechanics Savings Bank, 
Minneapolis, Minn. 


TPE growing tendency of the cus- 
tomer to regard his account as a 
demand rather than a time deposit 

has been indirectly encouraged by the 

banks themselves. Perhaps this attitude 
had its roots in the savings departments 
of commercial banks where uninformed 
lepositors often failed to distinguish be- 

‘ween the essential nature of their ac- 

ounts in the commercial and savings 

lepartments. The banks, by failing to 
egregate the activities of such depart- 
ments, inevitably fostered the idea that 

-avings balances would be payable at 

any time on demand. Consequently, 

their investment policies were so formu- 
lated as to permit free and easy with- 
drawals. The savings banks have fallen 
into the same habit and customarily 
place great emphasis on liquidity and a 
regular schedule of maturities among 
their investments. More recently we 
have seen the same outlook exhibited by 
the savings and loan associations, which, 
in their aggressive bids for public 
patronage, usually hold forth the possi- 
bility of easy withdrawal of funds. The 
inference is, of course, that their invest- 
ments permit such withdrawal. Actually, 
with a huge proportion of their re- 
sources in real estate mortgages, the 
savings and loan associations are in any- 
thing but a liquid condition. As pro- 
tection against extensive demands by 
their certificate holders, they must rely 
upon their Federal insurance and upon 
the numerous restrictions contained in 
their charters. The effect of all this 
upon the banking structure and upon 
public confidence in thrift institutions 
is difficult to determine. We would cer- 
tainly not recommend abandoning 
liquidity as one objective of a sound 
investment program. There is good rea- 


Mr. Kingman suggests that the 
commercial banker ‘‘segrate his 
savings department from his 
commercial department to the 
fullest extent. 

‘“‘This will involve not merely 
the usual distinction between 
time and demand deposits but 
also a careful allocation of all 
expenses and an investment 
policy which recognizes the di- 
verse needs of the respective de- 
partments,’’ he says in this ar- 
ticle which formed a small part 
of his recent ABA Regional 
Conference address in Minne- 
apolis. 


son to believe, however, that more ac- 
curate public understanding on_ this 
subject would be preferable and that if 
banks had thoroughly segregated their 
savings from their commercial depart- 
ments, this confusion of thought might 
have been much less widespread. 

Segregation is no policy to be con- 
fined to large banks only. In our opin- 
ion, the greater the proportion of sav- 
ings deposits to total deposits, the more 
imperative the need for segregation. 
Thus we may reveal lack of balance in 
the investment portfolio and inconsist- 
encies of costs and earnings. It does not 
follow that one department or another 
should be abolished merely because it 
fails to make its reasonable contribu- 
tion to the welfare of the institution. It 
does follow, however, that accurate 
knowledge of net results will lead to 
more intelligent policy-making. Let the 
commercial department live on its in- 
come from loans and discounts, on rate- 
for prime short securities, and on serv- 
ice charges. Let the savings department 
stand or fall on its revenue from me- 
dium and long term money-rate bonds 
and mortgages. 
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OUTLOOK 


A Condensed Selection of Bank, Business, Association and Government Bureau 
views on the future of business 


CLEVELAND TRUST BULLETIN 
(The Cleveland Trust Company) 


Increasing volumes of new construc- 
tion make up the most encouraging fac- 
tor in the present business situation. In 
the first quarter of 1937, when business 
activity was at its highest recent levels, 
the. Federal Reserve index of building 
construction averaged 60. That means 
that the value of new building contracts 
was 60 per cent. as great as it had been 
in the base period of 1923, 1924, and 
1925 during the pre-depression building 
boom. In the first quarter of 1938, 
when depression had returned, the index 
averaged 50. For the latest three 
months for which figures are available 
the average is 98. The months are No- 
vember and December of 1938, and 
January of 1939. It is true that the 
high figure of 98 for the latest three 
months is swelled by the inclusion of 
many public works contracts hurried 
through in the closing weeks of last 
year, and it is also true that the aver- 
age for residence construction in those 
months was only 55. Nevertheless the 
high and rising level of new construc- 
tion is important and encouraging. 

In the first quarter of 1937 the flow 
of new funds into productive enterprise 
through the sale of corporate capital 
issues was 387 millions, while the Gov- 
ernment contribution to purchasing 
power was 334 millions. In the first 
quarter of 1938 only 111 millions came 
from capital issues and 221 from Gov- 
ernment. In the latest three months the 
contribution of new capital issues has 
been only 67 millions while Government 
has contributed 877 millions. 

The physical volume of industrial 
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production declined in January and 
again in February. Last September it 
was 31.3 per cent. below its computed 
normal level. In October it was 27.6 
per cent. below, in November 22.4 per 
cent. below, and at its high point in 
December it was only 21.8 per cent. be- 
low the normal level. In January it 
declined to 24.2 per cent. below normal, 
and in February a continuation of the 
decrease carried it to about 25.7 per 
cent. below according to preliminary 
figures for the month. 


THE GUARANTY SURVEY 


(The Guaranty Trust Company 
of New York) 


The general belief in business circles 
seems to be that the outlook has not 
been essentially altered by the halt in 
the recovery movement. An expansion 
as swift as that which took place in the 
autumn of 1938 is frequently followed 
by a temporary reaction, and there was 
a disposition in some quarters before 
the end of the year to believe that such 
a movement would occur. The setback, 
therefore, has not come as a _ severe 
shock to business confidence. Author- 
ities in certain key industries express 
the belief that the recession will be 
short-lived and will give way to a re- 
newed upturn within the near future. 


MONTHLY SURVEY OF 
BUSINESS (American Federa- 
tion of Labor) 


War scares have delayed business ex- 
pansion this spring. Production in gen- 
eral has neither advanced nor declined 


greatly since December. Business ac- 
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uvity dropped from 1937 levels in the 
first half of 1938, recovered more than 
half its loss in the last half, and has 
since stayed close to year end levels. 
Business observers are deferring their 
expectations of further recovery until 
the second quarter of 1939. Meanwhile, 
optimism continues and production and 
profit levels are well above last year. 
Although profits declined sharply in 
1938, first quarter 1939 estimates are 
decidedly better. 


NATIONAL CITY MONTHLY 
FEVIEW (The National City Bank 
of New York) 


As a rule the first quarter of the year 

expected to bring a considerable in- 
rease in manufacturing activity, in 
preparation for spring needs; but the 
se in production during the second 
half of 1938 was so spectacular, particu- 
irly in goods of everyday use, that the 
-casonal requirements are being satis- 
fied for the most part without further 
increases in output. 

Considered as a whole, business evi- 
dently is in a period of marking time 
and minor adjustments. Business men 
are conservative, both in buying com- 
modities and in planning for expansion 
of new projects. Nevertheless, the evi- 
dence of the markets and general testi- 
mony both indicate that sentiment is 
better than it was in January. 

With the favorable prospect for build- 
ing, and Government spending still to 
reach its peak, it is hard to justify ex- 
pectations that the slackening will either 
last long or reach serious proportions, 
and business men generally take a hope- 
ful view. 


COST OF LIVING 


HE average cost of living in the 
United States is now about 85.3 per 
cent. of the 1929 level. 

Items included in the estimates of the 
average cost of living are food, which 
accounts for about 33 cents of the wage 
earner’s dollar; sundries, which account 
for 30 cents; housing, 20 cents; cloth- 


ing, 12 cents; and fuel and light, 5 cents 
of each dollar. 

The cost of food has fluctuated more 
sharply since 1929 than the cost of any 
other commodity used in estimating the 
wage earner’s living expenses. In the 
spring of 1933 the cost of food was only 
57 per cent. of its 1929 value. By May, 
1937, it rose to 83 per cent. and then 
declined last January to 74 per cent. of 
the 1929 cost. 

The cost of housing has also varied 
greatly in the last decade. The index 
for housing fell below that of the cost 
of living late in 1932, continued its 
downward trend until January, 1934, 
and then began to rise steadily. Since 
the summer of 1936, housing has been 
relatively dearer than the cost of living. 

The costs of sundries and of fuel and 
light have remained almost constant 
during the ten-year period since 1929. 
—Statistical Division, National Indus- 
trial Conference Board. 
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TO EXPAND PRODUCTION 


HAT are the next steps to expand 
production? First, Government, 
business, farmers and labor must 
work together. We need regular chan- 
nels through which business thinking 
and labor thinking can reach the Gov- 
ernment and take part in policy making. 
Second, basic problems obstructing 
sound business expansion must be con- 
sidered and cleared away. A first ques- 
tion is this: How can the money saved 
up in our banks be got out into pro- 
duction? In the last few years Govern. 
ment has borrowed it, used it for WPA, 
PWA, and other emergency or long-term 
programs for the general good. This 
has stimulated business, but increased 
the Federal debt. If the budget is to 
be balanced without causing a business 
depression, private spending must re- 
place Government spending and private 
investment (that is, private debt) must 
replace Government debt. Otherwise 
business will decline when the stimula- 
tion of Government spending is taken 
away.—Monthly Survey of Business, 
American Federation of Labor. 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems 


Edited by KertH F. WARREN 


90 YEARS AGO 


The Bankers Magazine . . 


Government Restriction 


“The Americans will most assuredly 
contrive to draw great profits from the 
California enterprise. Wait a little, 
and you will find that measures more 
or less restrictive will be adopted by the 
Government of Washington. The Treas- 
ury will levy a goodly tax on the ore 
produced, and all will not be gold that 
glitters."—Quoted from Jotrnal Des 
Debats. 


Troubled Europe 


“As it is now clear that the United 
States possesses within itself another 
source of reliance, it is not to be won- 
dered at that the denizens of troubled 
Europe note the fact, and become eager 
purchasers of the Federal stock. The 
inhabitants of France and Germany 
have been induced to take United States 


April, 1849 


six per cents., not only from their fee- 
ing of insecurity at home, but also be- 
cause the principal German houses in 
London have endorsed the goodness of 
this stock, by recommending it strongly 
to all friends.” 


Counterfeiting 


“The American gold pieces are yet 
counterfeited most successfully, and 
with such exactness as to deceive bank 
officers. We learn that in a single de- 
posit of promiscuous coins by one of 
the Philadlephia banks, for re-coinage 
at the mint, a few days since, there were 
no less than five counterfeit quarter 
eagles. If bank tellers are thus deceived, 
it is not surprising that ordinary per- 
sons, without the means of detecting 
spurious coin, are readily imposed 
upon.” 


20 YEARS AGO, 


The Bankers Magazine . . April, 1889 


The Industrial Struggle 


“It is worth noting how the struggle 
is ever going on to reduce the cost of 
production, and thereby gain some ad- 
vantage over competitors and rivals. 
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Truly this is a struggle in which the 
strongest and most intelligent survive. 
There never was a time, perhaps, when 
this struggle was so keen all over the 
world as it is at present. A great plant 
is built, with the newest machinery, or 
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a railroad is located in the best pos- 
sible manner, and in a few years a bet- 
ter plant is discovered or a more eco- 
nomical railroad is built, and thus the 
old enterprise is supplanted by a newer 
and better. So the improvements go 
on; the gains of one day are swept away 
by the losses of the next; one man is 
crowded out by another; thus the 
kaleidoscope in the industrial world is 
ever changing, and changes are going 
on, too, with more frequency than ever 
hefore.” 


Armaments and Surpluses 


“What a pleasant thing it is to turn 
from this (European) picture to our 
own country, where we are not con- 
‘ronted with heavy national taxes, but 
ather with an enormous surplus, which 
'; not needed and which we do not 
‘now how to spend. Great as the prob- 
lem is to us, it amazes the financiers 
ind statesmen of the old world; but if 
ihey would disband their armies and 


cease to build their huge ships of war, 
they, too, would soon have easy times. 
Heavy as is the expense for maintain- 
ing royalty, not a country in Europe 
would have any serious difficulty in 
meeting all its expenses if the huge sums 
devoted to war purposes were no longer 
exacted.” 


State Charities 


“The entire system of State charities 
is by no means so clearly justified as 
some imagine. Private charity is 
usually more intelligent, more economi- 
cal, and has the blessed effect of keep- 
ing keenly alive our sympathies; but 
charity wrung through taxation has no 
such outcomings. It may be a good 
thing for the recipient, but it is not so 
good for the payer. Furthermore, the 
system may lead to indifference in ac- 
cumulating for old age, and this is per- 
haps the strongest objection that can be 
raised to it. Men should be taught self- 
reliance and independence.” 


25 YEARS AGO 


The Bankers Magazine . . 


War Preparation 


“Scarcely less costly than war itself 
has become the enormous burden of ex- 
penditure for military and naval prepa- 
ration which modern nations find it in- 
cumbent to impose upon themselves for 
their protection against the possible 
assaults of rivals which may never ma- 
terialize. This constantly growing out- 
lay to ward off the evils of war con- 
stitutes a considerable burden under 
which the race must march in_ its 
struggle for economic advancement. . . . 

“As nations virtually approach nearer 
one another through multiplication of 
the means of communication, the con- 
sciousness Of their economic inter- 
dependence’ becomes clearer. And when 
one nation comes to understand that in 
attempting to subjugate and humiliate 
another nation it is really harming it- 
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self, it may tend to restrain the eager- 
ness for war. Perhaps a realization of 
this economic factor, from the stand- 
point of enlightened selfishness, may 
operate more powerfully to prevent war 
than sentimental longings for the day 
when the swords shall be beaten into 
plowshares and the spears into pruning- 
hooks.” 
Bank Legislation 


“Who can deny that many sections of 
the new banking law represent a preju- 
dice against banks based upon a lack 
of understanding of what the banks are 
really doing for the country’s welfare? 
Yet the fault is not so much with Con- 
gress as with the banks, so busily en- 
grossed in their own affairs as to leave 
them no time to tell the public that they 
are not the baneful institutions they are 
proclaimed to be by the demagogues. 
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“Prejudices against banks find their 
way into restrictive statutes, increased 
taxes and other acts aimed to hamper 
the conduct of banking. Were the peo- 
ple more fully informed as to the real 
nature of the banks and their services, 
we should find in time a legislative at- 
titude toward these institutions that 
would be very helpful in adding to their 
efficient service to the people.” 


Political Demagogues 
“This is what the New York Times 


recently declared in the following edi- 
torial paragraph: 

“Mr. J. J. Hill said the other day 
that this is a big country and it takes 
a good many men to hold it down. There 
are men in Washington, many men, who 
are doing their best to hold it down, 
who are to the extent of their abilities 
and their recklessness obstructing the 
return of prosperity. The harm inflicted 
upon the working class, upon the com- 
mon people, by the agitators and dema- 
gogues of politics is and has been im- 
measureably greater than any injury 
due to the extortions of the trusts.’” 


Paralyzing Laws and Taxation 


“Other Governments encourage great 
undertakings— ours throttles them. 
Labor is paralyzed as the result of laws 
intended to help it. Capital is deprived 
of its fair return, and heavy, burden- 
some and irritating taxes are levied on 
both. 

“The old rule that that country is 
best governed which is least governed 
is forgotten in the present belief that 


everything that is wrong can be cor-: 


rected by a new law. The legislative 
mill grinds out ill-considered and badly 
drawn laws on every possible subject, 
until the country is covered with a net- 
work of inconsistent laws, under which 
an army of officials, appointed without 
regard to training or efficiency, are let 
loose like locusts to devour the harvests 
of industry. In their zeal to do some- 
thing, bureaus are quarreling as to their 
power and duties, and the poor manu- 
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facturer or corporation finds little com- 
fort or redress in an appeal to the newly 
created courts and commissions, them- 
selves all at sea as to the real meaning 
of the contradictory laws of Congress 
or States, and confusion worse con- 
founded injures all business. . . . 


“Ignorant of the practical value of 
credit as a factor in all industries, our 
unwise and inexperienced legislators, 
and the Administration that drives them 
with the bribe of offices, will wonder at 
the wretched results of their interfer- 
ence with the inexorable laws of supply 
and demand, and of credit and sound 


finance.” —Philadelphia Public Ledger. 


© 


“IN CONFERENCE” 


“In 1355 Boccaccio wrote to a frienc 
as follows concerning a puissant Ne- 
apolitan banker: 

“Often times he goes into an inne 
chamber and there, so that it may seen 
that he has much to do which is of 
grave importance to the kingdom. 
guards are placed and no one is per- 
mitted to enter. 


““Many come, among them often the 
great men of the kingdom. They fill 
the courtyard in front of his door and 
in an humble voice ask for time to speak 
to him. The answers the guards give 
are something to laugh at. To some 
they say he is having conference with 
some one . . . and such like drivel.’” 
—From Chubb’s “The Life of Giovanni 


Boccaccio.” 


“MERCHANTS and manufacturers who 
under different circumstances might 
seek loans ‘to finance expansion pro- 
grams are and have been reluctant to 
strike out in that direction in the face 
of the national Administration’s at- 
tempts to regulate and impugn business. 
Doubtless there will be a fresh demand 
for bank loans when and if the ‘New 
Deal’ silences its artillery.”—Wesley R. 
Ginder, auditor, Gary State Bank, Gary, 
Ind. 
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THE BANK FOR LITTLE FOLKS 


By Tuomas B. JAMESON 


Assistant Treasurer, 
Boston Five Cents Savings Bank 


HE Boston Five Cents Savings 

Savings Bank requires only five 

cents as an initial deposit. The 
bank takes its name from this practice, 
and if a child can write his name and 
has a nickel, he can open his own 
account. 

It is logical that a bank interested 
in the saving of small sums should open 
. department for children. So we have 
designed “The Bank for Little Folks” 
just for them. It is the children’s own 
bank; it is set off as a unit with white 
-olumns and Roman arches. This gives 
it the appearance of a separate place of 
business. It is a bank in miniature. 
The tellers’ windows and the counters 
are built low, in fact, they are only 
ihirty inches high. This is in order to 
accommodate the diminutive size of our 
little depositors. Miniature chairs are 
provided, of just the right size for 
miniature business people. 

The psychology behind “The Bank 
for Little Folks” is expressed in these 
words: “Learn by doing.” “Learn by 
doing” is one of the oldest and one 
of the best principles of child educa- 
tion. Let your child learn by doing. 
These following ideas are behind the 
“Bank for Little Folks”: 

1. It is for the little children and 
they know it. 

2. They come into the bank because 
they want to, when they want to—of 
their own initiative, of their own voli- 
tion, unforced. 


3. They do their own business them- 
selves, nothing by proxy. 

4, They do it all in the bank. 

5. They open a regular bank account. 
_ Doing it all themselves is an attrac- 
tion for the children. They sign their 


Mr. Jameson says: 


*‘In the ordinary school sav- 
ings plan there is a gap between 
the school and the bank, or at 
best only a weak link. The 
children do not see the bank. 
The bank collector is their only 
visible bank connection. 

‘‘The desired goal is personal 
acquaintance with the bank. If 
the depositor’s relations with 
the bank are not personal, they 
are not adequate relations. Ade- 
quate public relations would 
bring the child into the bank.’’ 

In this article, which is part 
of a recent address, Mr. Jameson 
outlines the school savings plan 
developed by the Boston Five 
Cents Savings Bank. 


own names, with pen and ink, on a 
regular signature card at the counter, 
exactly as the grown-ups do. This card 
is filed in regular course with the rec- 
ords of the bank. There is no separate 
bookkeeping for the children. 


In making our transactions we do not 
hurry the children. In “The Bank for 
Little Folks” the children are accorded 
personal undivided attention! If the 
child wants to talk, we listen. We take 
him seriously. We treat him as a de- 
veloping human mind. We try in every 
way possible to make the children feel 
as if they were somebody. We think 
that this is one way to make them en- 
joy the experience of saving. It begets 
in them that self-reliance and self- 
respect which ought to belong to future 
citizens. We make it a pleasant experi- 
ence for them to come into the bank. 
We make it a pleasant experience for 
them to save money, and it is a “per- 
sonal contact.” It appeals to the ego 
of the children. 
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BRIEFS 


Recent speeches, digested or excerpted for your convenience 


NEWSPAPER PUBLICITY 


By James E. McGuican 
Vice-President and Trust Officer, Bank of America, N. T. & S. A., Los Angeles 


HE institution that expects to make 

the reading columns with its news 
stories must first make news. The news 
value of what a bank does and what it 
says bears a direct relationship to how 
well it is known. To be well known it 
must be well advertised. For this rea- 
son, we should never overlook the neces- 
sity for a liberal appropriation in our 
budget for newspaper advertising. We 
should also remember that definitely 
greater value may attach to an un- 
scheduled advertisement that is happily 
timed with a favorable news story. 

We must avoid even the appearance 
of seeking access to the news columns 
merely because we may make extensive 
use of paid space. Substantial adver- 


tising expenditures give us no right tc 
expect, much less to demand, the pub- 
lication of news which is easily recog: 
nized by the editor as a press agent’: 
“plug.” 

We should never ask an editor t 
suppress any news. His job is to gel 
news and print it. If a story looks bad. 
give him the facts and ask his friendly) 
coéperation. But be sure to give him 
all the facts. The full truth is always 
less harmful than part truths. If our 
position is at all tenable, the story that 
he writes will be far less damaging if 
we give him the complete story than 
it may be if he has to go to the other 
side to develop the part that we with- 
held from him.—ABA_ Mid-Winter 


Trust Conference. 


UNIFORM STOCK TRANSFER REQUIREMENTS 


By C. M. Scumiupt, 
Second Vice-President, Guaranty Trust Company of New York 


UN FORTUNATELY, in the transfer of 

securities we must deal with the 
laws of forty-eight different states and 
occasionally with those of the territories 
of the United States and foreign coun- 
tries, and it is therefore quite apparent 
that the lack of uniformity in some in- 
stances is created by reason of con- 
flicting statutes and court decisions in 
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various jurisdictions and in others by 
the individual interpretations placed on 
those statutes and court law by transfer 
agents and their attorneys. 
Specifically, the statutes that have 
resulted in lack of uniformity are those 
that require a corporation, in the trans- 
fer of securities from the name of a 
decedent, to demand an inheritance tax 
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waiver from the state in which it is 
incorporated regardless of the fact that 
no inheritance tax may be payable, and 
secondly, those statutes which were 
apparently designed to protect creditors 
of that state but which are generally 
conceded to be practically of no value 
for the purpose intended. 

I am convinced that the progress to- 
wards uniformity can continue not 
alone through the efforts of the stock 
transfer agents acting through their 
association but, more important, by 
statutory amendments in the various 
states particularly along three lines. 


First, the elimination of the require- 
ments of certain states for the obtaining 
of tax waivers where no inheritance tax 
is collectible, and possibly the eventual 
elimination of all waivers; secondly, 
the repeal of those statutes which were 
passed with the obvious intention of 
protecting local creditors of foreign 
estates; and thirdly, the adoption by 
all of the states of a carefully drawn 
statute to liberalize the present strict 
rules of the liability of the transfer 
agent laid down by early court de- 
cisions—-ABA Mid-Winter Trust Con- 


ference. 


BEST YEARS OF AMERICA AHEAD 


By Puitip A. BENSON 
President, American Bankers Association 


O business, not even the business of 

government, can continue to spend 
more than it receives and stay in busi- 
ness. The least a continuously unbal- 
anced budget involves is further de- 
valuation of the currency with a corre- 
sponding reduction in the value of all 
savings deposits, insurance policies and 
other accumulated funds. And so long 
as an unbalanced budget continues there 
hangs over us the possibility of ulti- 
mate uncontrolled inflation and repudia- 
tion of all government debt and cur- 
rency. 

All the factors which affect the future 
are encouraging but this one of govern- 
ment fiscal policy. As the American 
Federation of Labor Executive Council 
stated: “Fear, a lack of confidence in 
governmental, social and economic 


procedure should be removed.” There 
can be no permanent advance until con- 
fidence in governmental finance and 
procedure is réestablished. Perhaps 
this change in public opinion which I 
have indicated will deal effectively with 
that question in due course. 

For my part, I am optimistic. I be- 
lieve we are coming back to earth and 
that the best years of America are 
ahead. But before we can clear the 
decks of the doubts and fears that hold 
us back, we must recommit this coun- 
try to the old-fashioned philosophy of 
living within its income and see that 
it is embarked on a definite program of 
retrenchment that will take us back on 
the road to orderly government finance 
and a balanced budget.—Address be- 
fore Minneapolis Civic and Commer- 
cial Association. 


TRUST DEPARTMENT PUBLIC RELATIONS 


By Ratpx M. Eastman 
Vice-President, State Street Trust Company, Boston 


"THE essence of good trust department 

public relations is having the best 
trust department you and your asso- 
ciates know how to run. It means hav- 


THE BANKERS MAGAZINE for April, 1939 


ing a department adequately equipped 
both as to well-trained and well-treated 
personnel and necessary mechanical 
aids, properly supervised and conducted 
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according to the highest ethics. It means 
making the trust department one of the 
most important parts of your business, 
backed by the serious interest and active 
cooperation of your directors, officers, 
and other members of your staffs. 

When you are satisfied that you have 
an organization thoroughly prepared to 
handle any business that may be en- 
trusted to it, then you can justifiably 
initiate your other public relations 
efforts. In other words, have your 
“product” right before you try to sell 
it. There is a great peril in having 
business come in before you are pre- 
pared to handle it properly. A dis- 
satisfied customer can be a big handi- 
cap. 

Your public relations begin and end 
at home. All you have said in your 
direct mail will go for naught if your 
trust department isn’t right. Your trust 
officers should be kept in touch with all 
direct mail efforts. Copies of all mail- 
ings should be given them the day be- 
fore they are sent to prospects. Indi- 
viduals of pleasing personality should 
be selected to meet anyone who comes 


into the department so that the first im- 
pression will be favorable. The trust 
department should be well located and 
attractive in appearance. There should 
be enough trust officers so that there 
will be no undue delay in attending to 
people when they come in. All of these 
things are factors in good public rela- 
tions. If you have them, your “pros- 
pect” will be favorably impressed and 
is pretty sure to give you his business. 


After the business is in, don’t forget 
the customers. Appropriate letters of 
acknowledgment should go to new cus- 
tomers, welcoming them and thanking 
them for their business. If these can 
go from the president, so much the 
better. Keep the customers on your 
mailing list for financial statements, 
calendars, or anything of that sort you 
may use in your general publicity pro- 
gram. : 

A public relations plan isn’t like an 
umbrella, something that you use when 
the skies look dark and dispense with 
in fair weather. It should be kept in 
use constantly.— ABA Mid-Winter Trust 
Conference. 


WHAT THE TRUST DEPARTMENT HEAD EXPECTS 
OF HIS PRESIDENT 


By CuHeEsTer R. Davis 
Vice-President and Trust Officer, Chicago Title and Trust Company 


HE head of the trust department ex- 

pects the president of his company 
to take a broad and understanding and 
comprehensive view of his company, 
and thus recognize the trust department 
as an important official earning unit of 
the institution which furnishes a much 
needed service to the public every bit as 
important as the commercial banking 
or title business. 

The president should: (1) have a 
general understanding of the trust busi- 
ness and full appreciation of trust prob- 
lems; (2) maintain its proper position 
in the company in relation to other de- 
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partments; (3) formulate and direct 
adequate personnel and public relations 
policies; (4) promote new business 
wherever possible through public, di- 
rector, stockholder and personal con- 
tacts;-(5) maintain constructive contact 
between directors and trust department 
head; (6) afford him ample opportu- 
nity to discuss trust problems and attend 
staff meetings to discuss questions of 
general interest and company policy; 
(7) deal with him frankly and fairly, 
and (8) name his company executor 
and trustee under his will—ABA Mid- 


Winter Trust Conference. 
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Loose Fiseal Policy Dangers 


By Frank J. Hocan 
President, American Bar Association 


‘HE consequences of a great depre- 
deo in the purchasing power of 

the dollar—a depreciation not the 
recult of a great business and industrial 
activity but of a lack of confidence re- 
sulting from a long course of loose fis- 
ca! policy—have not, I believe, been 
fully appreciated. 

\ clear majority of the people hold 
sa\ings in forms of property, the value 
o! which is dependent upon the stability 
oi the dollar. All life insurance policies, 
which are held by more than 60 million 
individuals, are in this category, also 
al! savings bank deposits and all hold- 
ings of government, municipal and 
other bonds. All the nearly 30 million 
persons who are enrolled in the social 
security system; all beneficiaries of pri- 
vaie or public pension plans, and a 
vast number of others, would be affected 
in a more or less vital manner by a 
drastic depreciation of the dollar. They 
are of all economic levels, all occupa- 
tions, all sections, and of all political 
parties. Not only do they constitute 
the vast majority of the whole popula- 
tion, but they include the most hard- 
working and reliable elements of the 
people, 

Let us suppose that in terms of pur- 
chasing power, the dollar was depre- 
ciated to one-fifth of its present value 
so that it would require $5 to purchase 
what $1 now buys. Is it to be assumed 
that the tens of millions who would be 
affected by that condition would accept 
the situation with complete calm? If 
the condition arose from imperative 
necessity such as a long war of self- 
preservation, its inevitability might be 
more easily accepted. But the case 
might be different if those who were 
damaged or impoverished considered 
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‘‘Debts piled up, deficits in- 
definitely repeated, lead to na- 
tional bankruptcy as surely as 
to individual bankruptcy. In 
times of national bankruptcy, 
either revolution or dictatorship 
comes.’’ 

Such was Mr. Hogan’s warn- 
ing in his recent address before 
the ABA Mid-Winter Trust 
Conference. In this article, 
which is a part of his speech, he 
traces the connection between a 
fiscal breakdown and dictatorial 
government. 


that the condition arose merely from the 
recklessness or incompetence of those in 
power. Is it not at least possible that 
in such circumstances a demand would 
arise for strong government to straighten 
out the chaos? 

The point is that the kind of a gov- 
ernment with the kind of authority that 
might be created under such conditions 
might, in the process of bringing order 
out of confusion, find it necessary to 
suppress criticism and thus to destroy 
those fundamental rights of free expres- 
sion that we have taken for granted in 
this country for five generations. The 
possible development of such events fol- 
lowing a fiscal breakdown is not merely 
a bad dream. The connection between 
a fiscal breakdown and dictatorial gov- 
ernment is more than a coincidence. In 
recent years, the two things have gone 
together in several countries of Europe. 
One of the most experienced observers 
of contemporary Europe has recently 
summed up his conclusions on this sub- 
ject by saying: “There is no doubt in 
my mind that protracted deficit financ- 
ing ultimately leads to fascist types of 
control.” Is there any assurance that 
we are immyne from these tendencies? 


357 





ADVERTISING and 
PUBLIC RELATIONS 


‘“‘The American Way’’ 


This is the title of a Fidelity Union 
Trust Company, Newark, New Jersey, 
newspaper advertisement. Stressing the 
fact that business and industry “owe 
their growth in this country to individ- 
ual initiative, courage and integrity,” 
the ad continues: “At each step of de- 


THIS MONTH’S ‘‘EYE- 
CATCHERS’’ 


These bank ad heads caught 
our eye and made us read- the 
ad. How about you? 


**We’ll Never Quarrel, Will 
We, Dear?’’ 
—Mutual Savings Banks 
of Massachusetts 


This Is NOT a Mattress 
Advertisement 
—First Citizens Bank and Trust 
Company, Utica, N. Y. 
Neat as a Pin 
—State-Planters Bank and 
Trust Company, Rich- 
mond, Va. 


—and a New Bank Service 
Was Born 
—Bank of the Manhattan 
Company, New York City 
Consider the Water 
Faucet 
—American National Bank, 
Nashville, Tenn. 


‘*Making Faces’’ 
—lIrvington National Bank, 
Irvington, New Jersey 


velopment they have been aided by bank 
loans, and the banks stand ready today 
as always in the past to help, and to 
meet the need of the times.” It sug- 
gests: “We are not only prepared but 
anxious to extend credit to any busines-, 
large or small, or to any individua', 
for any of the purposes listed here.” 
A description of loan services follows, 
including: Commercial Loans, Collai- 
eral Loans, Accounts Receivable Finan:- 
ing for the Manufacturer and Whole- 
saler, FHA Modernization Loans, Time 
Sales Payment Plan, Personal Loan., 
and Mortgage Loans Available. 


‘Actively Seeking Good Loans’’ 


A recent advertisement of the Brati- 
Wasson Bank, Gentry, Arkansas, reads, 
in part: “This bank welcomes loan ap- 
plications—for this is one of the ways 
we make money. You do not have to 
say ‘please’ or ‘thank you’ when you 
borrow here. Your application is 
judged strictly on its merits like any 
other business matter. . . . This bank 
is actively seeking good loans. If it is 
a good one we shall be glad to get it; 
if it is not you should be glad that it 
is not made.” 


Remarks on NEEDLESS NOISE 


Devoting an entire advertisement in 
the local newspaper to the subject of 
needless city noises, the Morris Plan 
Savings Bank of Jacksonville, Florida, 
has produced not only a readable ad, 
but accomplished something in the way 
of a civic service. A few excerpts illus- 
trate the clever vein in which copy has 
been written: “Now, we apes waddled 
out of the jungle a million years ago, 
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but the love of chatter and clatter clings 
to some of us yet. . . . He is a Yahoo 
of the Road who depends upon the horn 
rather than caution, to save the other 
fellow and other fellow’s child. ... A 
daily eye and ear witness to the boorish- 
ness of drivers in the downtown areas 
and convinced of the city’s superiority 
in noise-making, this Bank issues an oc- 
casional poetic protest and at times in- 
cludes, as in this instance, an invitation 
io Tourists in Florida and Florida- 
hound to stop off in Jacksonville and 
attend one of our boiler-shop socials.” 


Money for Emergency 


“Money for Emergencies and Oppor- 
tunities” is the title of a folder issued 
iy the First Wisconsin National Bank, 
\lilwaukee. Offering loans from $50 to 
“1000, secured by signature only, by co- 
-igner or collateral, the folder is small 
enough to slip into a customer’s pass- 
hook, yet tells the story nicely. 


Methods and Policies 


An excellent trust “master booklet” 
is being issued by The Continental Bank 
and Trust Company of New York. 
Based on a recent ABA Trust Division 


survey which disclosed that 32.4 per 
cent. of the people interviewed desired 
information on investment methods and 
policies, this booklet discusses: the Me- 
chanics of Trust Investment, Peculiar 
Problems of a Trustee, “What Rate of 
Income Do You Earn?” It explains the 
Continental Bank’s form of trust review, 
and includes two specimen review sheets 
from a hypothetical trust of medium 
size. Other services described include: 
Living Trusts With Reserved Powers of 
Control, Advisory Service, Types of 
Trust. Calling attention to the ABA 
survey in his foreword, E. S. MacNeill, 
trust officer, expresses the belief: “that 
our prospective customers would read, 
with genuine interest, a factual discus- 
sion of the investment problems a 
trustee must meet, and of the methods 
The Continental has devised in its at- 
tempts to solve these problems.” An 
attractive letter-folder has been prepared 
to be sent to prospects, inviting them to 
mail a return card for this master 


booklet. 
**Pay-Your-Doctor-Week’’ 


“Let’s Make This ‘Pay-Your-Doctor- 
Week’” suggests an advertisement of 
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Brief, to-the-point outdoor advertising for FHA loans. 
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Attention-getting layout, illustration; 
sound public relations copy. 


the California Bank, Los Angeles. It 
reads, in part: “Generally last to be 
paid, doctors deserve special considera- 
tion. Do them—and yourself—a favor: 
Pay off your debts NOW with a Cali- 


fornia Bank personal loan.” 


Bankers’ Hobbies 


A display which drew considerable 
attention in the lobby of the Fifth 
Avenue and 34th Street office of the 
Bowery Savings Bank was the bank offi- 
cers’ hobby show. Exhibiting such items 
as ship and plane models, old prints, 
coins, hooked rugs, photographs, news- 
papers, stamps and pottery, the show 
helped considerably to humanize bank- 
ers to the public as well as create in- 
terest in the individual bank. 


Check Book Advice 


A good public relations idea is being 
worked out in a novel manner by The 
Detroit Bank, Detroit, Michigan. Jo- 
seph M. Dodge, president, feels that 
banks should explain to new customers 
at least a few of the complications of 
checking account service. He has there- 
fore offered $60 in prizes to employes of 
the bank for the best answers to a four 
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part question: “What should the new 
customer be told about handling his 
commercial checking account in terms 
of: (1) how to keep his own check book 
records in the best form, (2) how to 
properly issue and handle checks, (3) 
how to make deposits of checks or cash, 
(4) how to check back and reconcile his 
account at the end of the month?” The 
material obtained from this contest will 
provide the basis for a booklet to be 
given the new commercial customer at 


The Detroit Bank. 


**YES”’ Is the Answer 


Calling attention to its willingness to 
loan money, the State-Planters Bank 
and Trust Company, Richmond, Vir- 
ginia, recently ran an advertisement 
headed “‘YES’ Is The Answer,” fo!- 
lowed, in part, by: “Every year thou- 
sands of loan applications are received 
at State-Planters. They come from busi- 
ness enterprises, from the largest to the 
smallest, as well as from individuals in 
all walks of life. To ninety per cent. 
of these requests for credit our answer 
is... ‘YES.’” The ad informs us that 
“Last year State-Planters made 16,50) 
loans totaling approximately $72.- 
000,000. The smallest was for $10; the 
largest for $500,000. Numerically, per- 
sonal loans to individuals led all others 
totaling 4,500 for approximately $1.- 
500,000.” 


Alert to Changes 


Suggesting that “a commercial bank 
must keep alert to changes in the finan- 
cial problems of individuals and busi- 
nesses. It must be alive to introduce 
new services and bring the old ones up- 
to-date,” the Bank of the Manhattan 
Company, New York City, describes a 
few of its new services in a recent news- 
paper advertisement. These include 
personal loans, special checking service, 
modernization loans, and term loans 
maturing serially over a period of years. 


Home Improvements 


‘With the entire front cover taken up 
by a photographic illustration of 2 
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house with workman on scaffolding 
making repairs, the Harvard Trust Com- 
pany, Cambridge, Mass., has a new 
folder offering loans for improvements 
on the home and for other purposes. The 
folder reads, in part: “When ability to 
repay is evidenced, any good reason for 
needing money may entitle one to bor- 
row. The bank serves the entire com- 
munity. All its services, including the 
loaning of money, are available to 
everyone.” 


House Organs 


Various styles and editorial slants 
are utilized in the hundreds of house 
organs issued periodically by banks to 
their customers. The Broad Street Na- 
tional Bank, Trenton, New Jersey, for 
example, issues “The Capitol,” a 
sprightly, well-illustrated six page af- 
fair. The March issue has the photo 
of a crated, yawning dog on the front 
cover, reproduces photos of head- 
hunters’ war dances, movie stars and 
travel scenes on inside pages. Photos 
and short biographical sketches of one 
of the Broad Street’s branch managers 
and a teller are also given. For the 
ladies, this house organ contains recipes 
for cranberry, spiced, and whole bran 
muffins. One page is devoted to bank 
selling copy—calling attention to the 
advantages of a Broad Street checking 
account. 

The Fort Madison Savings Bank, Fort 
Madison, Iowa, issues “The Fort Madi- 
son Savings Bank News,” an eight page 
house organ with cartoons, jokes, 
thought-provoking editorials, the bank’s 
statement of condition and a calendar 
of the month. 

The Fort Worth National Bank, Fort 
Worth, Texas, has an eight page 
“Banker” which is slanted for the em- 
ployees alone. It contains photos of 
various members of the staff, news of 
bank interests, short editorials, and a 
monthly biography of one of the staff 
members. 

“The Romance of Savings” is the title 
of a four page leaflet issued monthly 


by the Home Savings Bank, Boston, for 
public distribution. The March issue re- 
calls many of the early day incidents 
in the history of Boston and of the Home 
Savings Bank. 

The Union and New Haven Trust 
Company, New Haven, Connecticut, is- 
sues the “Journal” each month—an 
eight page “thought a day” house organ 
for public distribution. The March is- 
sue is devoted mainly to quotations on 
the subject of taxes, and provides con- 
siderable food for thought along this 
line. The bank’s personal loan service 
is featured on the inside front cover, 
and office space in its building on the 
back cover. 


Savings and Loan Advertising 


A recent study by the Federal Home 
Loan Bank Board showed that a substan- 
tial number of the most successful in- 
stitutions annually spend an average of 
2.8 per cent. of their gross income for 
advertising, largely in the newspapers. 


— 


REPUBLIC NATIONAL BANK 
OF DALLAS 


Eye-compelling newspaper anniver- 
sary announcement. 
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WHO°’S WHO IN 
PUBLIC RELATIONS 


Introducing VICTOR CULLIN 


HOOSING Taylorville, Illinois, as 

the place for his debut in this 

world, Victor Cullin was born, in 
1896, the son of a Wabash Railroad 
ticket agent. 

Attending the public schools there, 
he graduated from the Taylorville High 
School. Was editor and manager of the 
school annual, carried papers and later 
became a reporter for the Taylorville 
Daily Breeze. 

Entering the University of Illinois in 
1916, Victor left in his sophomore year 
to join the U. S. Army, Field Artillery, 
Central Officers’ Training School, at 
Camp Zachary Taylor, Kentucky. Was 
commissioned a Second Lieutenant. 

Returning to school after this experi- 
ence, he graduated from the University 
of Illinois School of Commerce in 1920 
with a B.S. degree. While there, he 
was a member of the Chi Phi Fraternity 
and Alpha Kappa Psi. 

Coming to St. Louis, Victor became 
an assistant to the Federal Reserve 
Agent of the Federal Reserve Bank 
there. Three years later he became as- 
sociated with the Halsey Stuart Com- 
pany of Chicago, and was made man- 
ager of their Kansas City office. 

In 1928 he joined the staff of the 
Mississippi Valley Trust Company as a 
solicitor of new trust business. Was 
elected an assistant secretary in 1932, 
and is now in charge of the bank’s busi- 
ness development department. 

Married fifteen years ago (anniver- 
sary April 19th) to Rowena Kohl of 
Centralia, Illinois, Mr. Cullin is the 
proud father of a nine year old daugh- 
ter, Jean. The Cullins live at 123 South 
Clay Avenue, Ferguson, Missouri, but 
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@ Straus Portrait, St. Louis 


usually spend their summers in Michi- 
gan—last year at Pentwater, on Lake 
Michigan. 

While he confesses to no particular 
hobbies except an ordinary interest in 
games of skill, Victor has plenty to keep 
him busy—having a hand in many of 
the civic and social enterprises of 
Missouri. At present he serves on the 
boards of: Missouri Athletic Associa- 
tion; Metropolitan Y. M. C. A.’s of St. 
Louis; St. John’s Methodist Episcopal 
Church, South; Air Board, St. Louis 
Chamber of Commerce; Public Question 
Club of St. Louis. 

His active interest in public relations 
and organized advertising recently 
brought Mr. Cullin election to the post 
of third vice-president of the Financial 
Advertisers Association—for which the 
F. A. A. and banking as a whole are to 
be congratulated. 
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NEWS DIGEST 


A compact review of newsworthy developments in the banking field during the past month. 
The news, obtained from many sources, has been condensed, subheaded and classified for 
your convenience. 


Edited by JOHN LANGDON HEATON 


ANNIVERSARIES 


Bank of Port Jefferson 


The Bank of Port Jefferson, Port 
Jefferson, New York, will celebrate its 
50th anniversary on July 15, 1939. Dur- 
ing the past fifty years, the bank has 
peid out, in cash dividends, over $250,- 
000—also a stock dividend of 200 per 
cent. Starting with capital stock of 
$25,000, this was increased to $100,000 
in 1923. The original stock has re- 
ceived over 16 per cent. average for 
the fifty year period. According to the 
latest statement, surplus is $100,000; 
undivided profits, $42,960; contingent 
reserve, $36,557; time deposits, $1,184,- 
352; demand deposits, $466,706. R. B. 
Dayton, who has been with the bank 
since 1891, is president. 


Wachovia’s 60th Year 


This year marks the 60th anniversary 
of the Wachovia Bank and Trust Com- 
pany, North Carolina. The Wachovia 
National Bank, forerunner of the 
Wachovia Bank and Trust Company, 
was chartered June 3, 1879, and soon 
thereafter began operations in the town 
of Winston. It started with a capital 
of $100,000 which was increased to 
$150,000 during the first year of opera- 
tion. On January 3, 1911, this bank 
merged with the Wachovia Loan and 
Trust Company which was founded in 
1893 with a capital of $150,000. The 
combined institution took the name, 


Wachovia Bank and Trust Company. 
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For more than thirty years the Wachovia 
has maintained its position as the larg- 
est banking and trust institution in the 
State and in more recent years has at- 
tained the distinction of being the larg- 
est bank between Washington and At- 
lanta and the largest trust company in 
the southeast. It has branches at 
Winston-Salem, Asheville, Raleigh, 
High Point and Salisbury, N. C. 


Wells Fargo Pageant 
Wells Fargo Bank and Trust Com- 


pany, San Francisco, will celebrate its 
87th birthday with a historical pageant 
at the 1939 California World’s Fair. 


Provident Institute 


The Provident Institution for Savings, 
Jersey City, N. J., recently celebrated 
its 100th anniversary with a reception 
attended by nearly 1000 persons. J. B. 
Throckmorton is president. 


Detroit Bank 


The Detroit Bank, Detroit, Michigan, 
recently celebrated completion of its 
90th year of continuous banking service. 
The bank now has over 215,000 deposi- 
tors, is 44th largest in the United States, 
employs over 600 people, has 29 
branches. 


Bank of New York 155th Anniversary 


The Bank of New York, New York 
City, celebrated its 155th anniversary on 
March 15th. Edwin G. Merrill is chair- 
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man of the board, and J. C. Traphagen 
is president. 


BRANCH BANKING 


Georgia Unfavorable 


Opposition on the part of unit bank- 
ers to a branch bank bill introduced in 
the Georgia State Legislature ‘has re- 
sulted in the bill being returned from 
the Senate Banking Committee with 
recommendation, by vote of ten to four, 
that it be not passed. 


DIVIDENDS 


New York Trust 


The New York Trust Company, New 
York City, has declared regular quar- 
terly dividend of $1.25 per share, pay- 
able April 1 to stockholders of record 
March 18. 


Manufacturers Trust 


The Manufacturers Trust Company of 
New York has declared the regular 
quarterly dividend of 50 cents per share 
on common stock, payable on April 1, 
1939, to stockholders of record on 
March 15, 1939; and quarterly dividend 
of 50 cents per share on preferred stock, 
payable April 15, 1939, to stockholders 
of record on April 1, 1939. 


Bank of New York 


The Bank of New York, New York 
City, has declared regular dividend of 
$3.50 per share, payable April 1 to 
stockholders of record March 24, 1939. 


Bank of America 


The Bank of America, N. T. & S. A., 
has declared regular dividends for the 
current semi-annual period, payable 
quarterly, at the yearly rate of $2.40 
per share. First quarter dividend was 
paid on March 31, to stockholders of 
record as of March 15. Second quarterly 
dividend will be paid June 30, to stock- 
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holders of record June 15. A total of 
$4,800,000 will be distributed to over 
150,000 stockholders. 


First National in Palm Beach 


The First National Bank in Palm 
Beach, Florida, declared regular 
monthly dividends of $1.00 per share, 
and an extra dividend of 50 cents per 
share payable April 1, 1939, to all 
stockholders of record as of March 25, 
1939, 


National City, Cleveland 
The National City Bank of Cleveland 


has declared usual semi-annual dividend 
of sixty cents per share, payable April 
1 to stockholders of record March |8, 
1939. 


Irving Trust 


The Irving Trust Company, New 
York, has declared regular quarterly 
dividend of 15 cents per share, payale 
April 1 to stockholders of record 
March 7. 


LIQUIDATIONS 


Average Payments 80.74 Per Cent. 


Completion of twelve bank receiver- 
ship liquidations in February has been 
announced by the Treasury Department. 
This makes a total of 1276 receiverships 
either closed or restored to solvency 
since the 1933 banking holiday. Ex- 
cluding forty-two restored to solvency, 
payments in all receiverships so far 
liquidated have averaged 80.74 per cent. 
of total liabilities. Unsecured creditors 
have received an average of 67.84 per 
cent. of their claims. 


LOANS 


1 Every 15 Minutes 


A loan made every fifteen minutes 
during the year of 1938 is the record 
of the Commercial National Bank of 
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Hillsboro, Oregon, according to William 
C. Christensen, president. During last 
year, the bank made 5478 loans, total- 
ing $2,211,679.51. The average loan 
was $403.74, the largest $23,864.10, the 
smallest $5.00. Hillsboro has a popu- 
lation of slightly over 3000, and the 
county in which it is located has ap- 
proximately 31,000 population. 


MORTGAGES 


Bowery Savings Reduction 


Announcement by the Bowery Savings 
Rank, New York City, of a reduction in 
interest rate on approved FHA mort- 
cages to 444 per cent. brought nation- 
wide comment and hundreds of inquiries 
ond applications to the bank during the 
lirst few days. The Bowery has ear- 
marked $10,000,000 for 1939 to be 
}oaned on insured FHA mortgages at 
114, per cent. in New York City, Nassau 
and Westchester counties. To be insur- 
able the properties must be in suitable 
locations, well-constructed, new or pro- 
jected houses, and must fulfill the other 
normal FHA specifications. 


Low Interest Rates 


Prospective builders of homes and 
commercial structures will have the ad- 
vantage of the same low mortgage in- 
terest rates the rest of this year as pre- 
vailed during 1938, a poll of members 
of the Mortgage Bankers Association of 
America shows. Ninety-one per cent. of 
the association’s members replying to 
the questionnaire said rates would re- 
main the same through 1939, 7 per cent. 
expect lower rates, 2 per cent. anticipate 
higher rates. 


MUTUAL SAVINGS 


Mutual Savings Growth 


Collectively, the mutual savings banks 
hold about one-fifth of all American 
bank deposits, and today have more 
than 15,000,000 depositors with ac- 
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Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 

630 Fifth Ave. 

International Bldg., Rockefeller Center 

66 Court Street 

30 North Michigan Avenue 

Leader Building 

David Whitney Building 

PHILADELPHIA ... S. 15th Street 

PitTsBuRGH Grant Building 
WASHINGTON 


counts exceeding $10,000,000,000, ac- 
cording to the new 1939 directory just 
issued by the National Association of 
Mutual Savings Banks. 


NEW BANKS 


Polska Kasa Opieki 


An agency of the Bank Polska Kasa 
Opieki, S. A., of Warsaw has been 
opened in New York City. Increasing 
volume of transactions between the 
United States and Poland led to the 


opening of this agency. 
TEE SA ITD 


PERSONAL 


Anderson to Univ. of California 


Dr. Benjamin M. Anderson, Jr., econ- 
omist of the Chase National Bank since 
1920, has informed the bank that he has 
decided to accept an appointment as 
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Professor of Economics at the Univer- 
sity of California on the Los Angeles 
Campus. His work there will begin 
next September, and will permit him to 
continue, his active participation in the 
discussion of public affairs. Dr. An- 
derson is the author of a number of 
books, and has expressed his views on 
matters of economic and _ financial 
policy for the past eighteen years in 
the “Chase Economic Bulletin,” issued 


by the Chase National Bank. 


Davis to Merrill Anderson 


Malcolm Davis, formerly vice-presi- 
dent of The Bankers Publishing Com- 
pany, is now associated with The Mer- 
rill Anderson Company, New York 
advertising agency. He is in charge of 
extending the Research Advisory Serv- 
ice. Under this service, which is spon- 
sored by banks in various areas, more 
than 700 industrial research laboratories 
have agreed to codperate without charge 
in solving problems for manufacturers. 
Recently acquired Research Advisory 
Service clients include: The National 
Commercial Bank and Trust Company 
of Albany and The Merchants National 
Bank of Boston. 


von Stein to Bondex 


Arthur C. von Stein has been ap- 
pointed. public relations counsel for 
Bondex, Inc., bank portfolio consultants 


in New York City. 
Thomson Heads Anglo 


William H. Thomson, formerly execu- 
tive vice-president and director of the 
California Bank of Los Angeles, has 
been elected president of the Anglo Cali- 
fornia National Bank, San Francisco. 
He succeeds Mortimer Fleishhacker, 
chairman of the board, who was elected 
president temporarily following the 
resignation last year of Herbert Fleish- 


hacker. 


Brown and Woolen Honored 

Arthur V. Brown, president of the 
Indiana National Bank, and Evans 
Woolen, chairman of the board of the 
Fletcher Trust Company, both of Indian- 
apolis, Indiana, have been named to the 
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“Staff of Honor of the City of Indian- 
apolis,” in recognition of having con- 
tributed unselfishly: to the welfare of the 
city and attaining the age of 75. 


Merit Medal to Ahrend 

William F. Ahrend, manager of the 
Brooklyn branch. of the National City 
Bank of New York, has been awarded 
the annual medal of merit by the Flat- 
bush Chamber of Commerce. 


PERSONNEL 


Logger Can, Bank Clerk Can’t 

Many tricky angles arise in judging 
eligibility for unemployment compensa- 
tion in the various states. Recently, in 
considering the cases of an Iowa bank 
teller and a Wisconsin logger, both of 
whom had used profanity to the boss, 
it was ruled that while a logger may 
tell the boss to “go to hell,” and be 
eligible for unemployment compens:- 
tion if fired as a result, the same does 
not hold true for a bank clerk. Evi- 
dently there’s a time and place for a!l 
things—and the bank isn’t the place 
for profanity. 


Bank Club House 


A club house of their own atop the 
main office building has been presented 
to employees of the Detroit Bank, “old- 
est bank in Michigan,” by President 
Joseph M. Dodge. The entire thirteenth 
floor of the bank, formerly rented office 
space, has been turned over to the em- 
ployees. Christened as “Club 13,” it 
comprises a women’s lounge, men’s 
lounge, coffee stall, sun deck, and rest 
rooms. Equipment has been installed 
to serve lunches and for recreation. 


R. F. C. 


Bank Loans 93 Per Cent. Paid 


In a public letter to the President and 
Congress, the Reconstruction Finance 
Corporation reports that loans to banks 
have been 93 per cent. repaid. Aggre- 
gate amount of these loans actually dis- 
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bursed was $1,138,217,337. 2128 banks 
failed after receiving loans, but 3688 
banks were enabled to continue during 
1932 and 1933 when most of these loans 
were made, according to - Chairman 
Jones’ report. 


SAVINGS 


‘‘Nonowe Purchase Plan’’ 


William M. Ringer, auditor of the 
Cary Motor Sales, Inc., of Gary, In- 
diana, is the originator of a new copy- 
:ighted auto purchase plan to be worked 
in cooperation with a bank savings de- 
yartment. The plan is for those who 
> not wish to go into debt for a car, 
end consists of opening a joint savings 
account in the names of the prospective 
j;urchaser and the auto firm from whom 
the individual wishes to buy the car. 
The depositor draws double interest on 
his money while accumulating it, receiv- 
ing the standard rate from the bank and 
a similar amount from the auto dealer. 
Payment of the dealer’s share of the in- 
terest, of course, is contingent upon the 
purchaser carrying out his agreement. 
The depositor can draw his money out 
at any time if he wishes to forego the 
dealer’s added interest. Because of a 
“Goal Bond” agreement signed at the 
time the account is opened, the money 
in the account can be withdrawn only 
with the concurrence of both the saver 
and the auto firm. Mr. Ringer feels that 
the plan will save the auto buyer not 
only the financing charge and give him 
the benefit of the double interest, but 
should be added encouragement in econ- 
omy and teach the value of paying cash 
for purchases. The Gary State Bank 
and the Gary Trust and Savings Bank 
are cooperating in the “Nonowe Pur- 
chase Plan.” 


SMALL LOANS 


New Morris Plans 


_The Morris Plan Industrial Bank of 
New York has instituted two new types 


of loan service. One is the “Merchan- 
dise Cash Purchase Plan.” Under this 
plan, the individual may borrow di- 
rectly from the bank, or indirectly 
through the store where he desires to 
make a purchase (nearly 100 stores co- 
operate with the bank in this way), with 
no co-makers, no mortgages, no liens. 
He is thus enabled to buy goods at low 
cash prices. The other plan is the 
“Medical and Dental Payment Plan,” 
whereby the individual may have his 
doctor or dentist bill paid in full by 
the bank, again with no co-makers or 
security required—just the individual’s 
personal signature. Newspaper adver- 
tisements and descriptive folders have 
been used to publicize the new services. 


New Jersey Small Loans 


A bill introduced in the New Jersey 
State Legislature would reduce interest 
rate on small loans to 1.5 per cent. and 
provide 2 per cent. interest on loans 
in default. 


TRUST 


Cleveland Trust Report 


With an itemized list of the specific 
gifts made from the trust, The Cleve- 


land Trust Company reports that 
twenty-six Cleveland educational, health, 
and welfare agencies and _ institutions 
will receive a total of approximately 
$82,000 from the trust established in 
1913 by the late Thomas H. White, 
Cleveland industrialist. This total is 
the income accumulated since 1929 from 
a portion of the $2,000,000 trust fund, 
all of which will ultimately become 
available for philanthropic purposes. 


WAGE-HOUR LAW 


Kentucky Banks Close Early 

The Farmers National Bank, First 
National Bank, and the Citizens Na- 
tional Bank, all of Somerset, Kentucky, 
have announced banking hours from 
9 to 2, to comply with the Wage-Hour 
Law. 
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Convention Dates 


GENERAL 


April 23-26—Executive Council, A. B. A. 
Spring Meeting, The Homestead, Hot 
Springs, Va. 

April 27-28—Bankers Association for 
Foreign Trade. Annual Meeting. French 
Lick Springs Hotel, French Lick Springs, 
Ind. 

May 8-10—Association of Reserve City 
Bankers. Del Monte, Calif. 

May 10-12—National Association of Mutual 
Savings Banks. Waldorf-Astoria Hotel, 
New York City. 

May 18-20—National Safe Deposit Advis- 
ory Council, San Francisco. 

June 5-9—American Institute of Banking. 
Pantlind Hotel, Grand Rapids, Mich. 
June 19-30—Graduate School of Banking, 
Rutgers University, New Brunswick, N. J. 
September 11-14—Financial Advertisers As- 

sociation, Toronto, Canada. 

September 20-22—National Association of 
Supervisors of State Banks, Salt Lake 
City, Utah. 

September 25-28—American Bankers As- 
sociation. Olympic Hotel, Seattle, Wash. 


STATE AND SECTIONAL 


April 4-5—Wisconsin Bankers Association. 
Banking Conference. University of Wis- 
consin, Madison, Wis. 

April 6-8—Pacific Northwest Banking Con- 
ference, State College of Washington, 
Pullman, Wash. 

April 14-15—Florida Bankers Association. 
Jacksonville, Fla. 

April 28-29—National Association of Bank 
Auditors and Comptrollers, Mid-Continent 
Regional Conference. Dallas, Texas. 

April 28-29—New Mexico Bankers Asso- 
ciation. Hotel Clovis, Clovis. 

May 3-4—Indiana Bankers Association. 
Claypool Hotel, Indianapolis, Ind. 

May 4-5—Maryland Bankers Association, 
Hotel Traymore, Atlantic City, N. J. 
May 4-5—Oklahoma Bankers Association, 

Oklahoma City, Okla. 

May 4-5—Tennessee Bankers Association, 
Hotel Patten, Chattanooga, Tenn. 

May 8-10—Missouri Bankers Association, 
Elms Hotel, Excelsior Springs. 

May 9-10—Mississippi Bankers Association. 
Buena Vista Hotel, Biloxi, Miss. 

May 9-11—South Carolina Bankers Associa- 
tion. Poinsett Hotel, Greenville, S. C. 
May 10-12—Kansas Bankers Association. 

Topeka, Kan. 

May 10-12—North Carolina Bankers Asso- 
ciation, Carolina Hotel, Pinehurst, N. C. 

May 11-12—Alabama Bankers Association, 
Jefferson Davis Hotel, Montgomery, Ala. 

May 11-13—Eastern Regional Conference, 
National Association of Bank Auditors 
and Comptrollers. Hotel Astor, New York 
City. 
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May 14-19—Virginia Bankers Association. 
Cruise to Bermuda leaving Hampton 
Roads May 14, returning May 19. 

May 16-18—Texas Bankers Association. 
Baker Hotel, Dallas, Texas. 

May 18-19—Ohio Bankers Association, Com- 
modore Perry Hotel, Toledo, Ohio. 

May 18-20—New Jersey Bankers Associa- 
tion. Ambassador Hotel, Atlantic City, 
Be ae 

May 23-24—Arkansas Bankers Association, 
Hotel Marion, Little Rock, Ark. 

May 24-26—California Bankers Association. 
Hotel del Coronado, Coronado, Calif. 

May 24-26—Pennsylvania Bankers Associa- 
tion. Hotel Traymore, Atlantic City, 
N. J. 

May 25-26—Illinois Bankers Association. 
Pere Marquette Hotel, Peoria, II. 

May 25-27—West Virginia Bankers Asso- 
ciation. Greenbrier Hotel, White Sulphir 
Springs, West Va. 

May 25-27—Massachusetts Bankers Associ«- 
tion. New Ocean House, Swampscot:, 
Mass. 

May 25-30—New York State Bankers Assvo- 
ciation. Cruise on “Manhattan” to Ber- 
muda. 

June 2-3—South Dakota Bankers Associ:- 
tion. St. Charles Hotel, Pierre, S. D. 
June 5-7—Iowa Bankers Association, Hote} 
Fort Des Moines, Des Moines, Iowa. 
June 7-8—Wisconsin Bankers Association. 

Hotel Schroeder, Milwaukee, Wis. 

June 7-8—Georgia Bankers Association, 
Hotel DeSoto, Savannah, Georgia. 

June 8-11—District of Columbia Bankers 
Association. The Homestead, Hot Springs, 
Va. 

June 9-10—Vermont Bankers Association. 
Woodstock Inn, Woodstock, Vt. 

June 11-16—Virginia Bankers Conference. 
University of Virginia, Charlottesville, 
Va. 

June 12-13—Oregon Bankers Association. 
Hotel Gearhart, Gearhart. 

June 14-16—Minnesota Bankers Association. 
St. Paul Hotel, St. Paul, Minn. 

June 15-16—Washington Bankers Associa~ 
tion, Davenport Hotel, Spokane, Wash. 
June 16-17—Colorado Bankers Association. 
Hotel Colorado, Glenwood Springs, Colo. 
June 19-21—Michigan Bankers Association, 

Hotel Statler, Detroit, Mich. 

June 19-20—Utah Bankers Association, 
Grand Canyon National Park. 

June 23-25—Maine Bankers Association. 
Poland Spring House, Poland, Maine. 
June 26-27—Idaho Bankers Association, 

Challenger Inn, Sun Valley, Idaho. 

July 10-14—North Carolina Bankers Con- 
ference, University of North Carolina, 
Chapel Hill, N. C. 

July 18-20—Kentucky Bankers Conference. 
University of Kentucky, Lexington, Ky. 
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EDITORIAL COMMENT 


REFORM AND RECOVERY 


ERTAIN recent pronouncements 

made by Secretary Morgenthau and 
Secretary Hopkins have inspired the 
nope that there is to be some relief 
‘rom taxation and a more tolerant atti- 
tude toward business in general. Wel- 
ome as are these assurances, their ac- 
ceptance must await the bringing forth 
of works meet for repentance. 

But official speeches, and breathing- 
-pells grudgingly accorded to business, 
will not alone afford the required assur- 
ance to capital, industry and _ trade. 
Here are a few of the things that, if 
done, would be practically helpful: 

(1) Restore to the currency the obli- 
gation to redeem it in gold coin. 

(2) Cut out wasteful expenditures. 

(3) Stop all attempts to change our 
form of government and to amend the 
Constitution of the United States other- 
wise than as provided in that instru- 
ment itself. 

(4) End all threats of further dollar 
devaluation. 

(5) Reduce taxes, including those on 
real estate. 

(6) Quit buying silver. 

(7) Begin an unflagging movement 
toward balancing the Federal budget. 

Counsels of perfection? Possibly so; 
but such counsels constitute “a stand- 
ard to which the wise and good may 
repair,” as Washington observed of the 
Constitution drafted at Philadelphia. 


a 


USE FOR IDLE GOLD 


WITH the country’s present huge 

stock of gold, a large part of which 
is idle, a use for much of it could 
easily be found, and with advantage to 
the public. 
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If gold coinage were resumed, and 
certificates issued in denomination of 
$10, a good part of our currency re- 
quirements could be met by their use. 
It is assumed that the certificates would 
be redeemable in gold coin. 

That such certificates would exceed 
in soundness the silver certificates, 
issued against silver bought at a ficti- 
tious price, requires no argument. And 
they would be even better than Federal 
Reserve notes. 

But the employment of gold certifi- 
cates as a part of our circulating cur- 
rency would have other practical ad- 
vantages. In the first place, it would 
tend to diminish the excess of bank re- 
serves, whose potential dangers many 
financial authorities have recognized. 
Use of gold certificates for this purpose 
would not be without precedent. Some 
years ago, when it was thought desir- 
able to check inflation, the banks almost 
invariably used such certificates in pay- 
ing out currency. 

Far more important would be the 
tonic effect on business by taking the 
first step toward a redeemable paper 
currency. 


FLUCTUATING PUBLIC OPINION 


MONG the many influences of which 
the banker must take note as af- 
fecting his business, may be mentioned 
one now strikingly in evidence—the 
mercurial and somewhat contradictory 
states of mind of the American people. 
After the collapse of 1929, our peo- 
ple began to demand a change in the 
management of governmental affairs. 
This they got in 1932. And it was 
something quite different from that usu- 
ally following the ousting of one party 
by another. Almost overnight the coun- 
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try was launched on a program of re- 
form which introduced into our polliti- 
cal, economic and social systems 
changes almost revolutionary in char- 
acter. These reforms are too fresh in 
memory to call for their recapitulation. 
It is enough to say that they actually 
altered, or threatened to alter, such 
long-established practices as our system 
of government and the overthrow of the 
gold standard. Reform moved with 
swift pace, reaching to nearly every 
branch of industry, trade and banking. 
After four years’ experience with the 
reform program, the people of the coun- 
try were evidently pleased with it, for 
they strongly supported it in the elec- 
tion of 1936. 

But now, after the lapse of six years, 
the tide seems turning strongly in an 
opposite direction. The people want 
less of reform and more of recovery. 
No doubt it was the latter which was 
wanted from the start, but this was 
sought by the reform route. 

This changing disposition of our peo- 
ple may be accounted for in two ways: 
either they have had as much of reform 
as they can assimilate for the present, 
or they have made up their minds that 
the reforms adopted have not produced 
the desired results, and of the latter 
state of affairs plenty of evidence 
exists. 

All this illustrates one of our na- 
tional characteristics, the readiness to 
run to Washington with appeals for re- 
lief from the consequences of our own 
doings, only later to make a like appeal 
for relief from the results of the reme- 
dial measures themselves. 

Such a state of affairs glorifies the 
power of the politician. At one time, he 
saves us from ourselves; at another, he 
saves us from government. Doubly is 
he the author of our salvation. For 
this he cannot be blamed. Who is he 
that does not magnify his own office? 
The politician, responding to public 
clamor for governmental assistance. 
gives the people what they want, and 
when they want something different, he 
gives them that. 

People place too much trust in the 
help they can receive from government, 
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as they place too much trust in the re- 
lief which may be afforded them from 
this source now that recovery has been 
given precedence over reform. To say 
this is not to lose sight of the fact that 
there are several statutes and adminis- 
trative policies seriously hindering re- 
covery, and that changes in them are 
desirable and even essential to recov- 
ery; but should all these changes be 
made, they will not in themselves in- 
augurate an era of prosperity, though 
they may set free forces that will lead to 
that result. In the final analysis, busi- 
ness itself will solve its own problems. 


As the flora and fauna of a region 
take their impress from the surround- 
ing landscape, so does banking reflect 
the character of the people. As we a))- 
proximate becoming a land of steady 
habits, of less volatile opinions, bank- 
ing will become steadier. Which leacis 
to the conclusion, that banking im- 
proves as the character of those who 
deal with banks shows itself more and 
more dependable. 


THE IMPEDIMENT TO RECOVERY 
PPEARING recently before a Senate 


investigating committee, Chairman 
Eccles of the Board of Governors of the 
Federal Reserve System declared that 
impediments to the more rapid turnover 
of money should be removed. Asked 
to specify some of these impediments, 
he said: “Lack of opportunity to get 
profit is the principal impediment.” 


This remark goes far to explain such 
lack of lending as may be justly 
ascribed to the banks, and they cannot 
fairly be charged with creating this im- 
pediment. On the contrary, they are 
specially concerned in having it re- 
moved, because in this way their loans 
and profits would be increased. While 
there are some other reasons why loans 
do not increase, this is probably the 
chief reason—those who under ordinary 
conditions would be borrowers do not 
see, under existing conditions, a fair 
opportunity of profitably employing 
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the borrowed funds. Surely, the banks 
cannot be expected to make loans that 
would prove unprofitable to the bor- 
rowers. 

Of deeper significance is the reason 
why the customary profit incentive to 
enterprise no longer prevails. Is it lack 
of faith in governmental policies, taxa- 
tion, labor costs, or is it due to other 
factors? 

Chairman Eccles has reached the 
conclusion which others have long held, 
that something besides monetary policy 
is the principal impediment to recovery. 


WHAT WOULD AMERICA DO? 


HIS question is discussed by The 

Economist of London in a recent 
issue. The query relates to the prob- 
able course of the United States in case 
England and France should find them- 
selves attacked by Germany, Italy (and 
possibly by Japan). The Economist 
finds that American sympathy would be 
with England and France, and if these 
two countries should be hard pressed, 
the United States would come to their 
aid. 

It is with one phase of this subject 
that THE BANKERS MAGAZINE will deal, 
and that, only because it is of vital 
interest to bankers in common _ with 
other citizens. 


“The decision that the United States 
would come to in the event of war,” 
says The Economist, “would be deter- 
mined by the state of public opinion.” 


While this is true, it may be more 
appropriately said that the state of pub- 
lic opinion would be decided by what 
the nations at war may do to us. , 

It is regrettable that any attention 
whatever should have to be given to 
the prospect of this country being en- 


gaged in war. But that is something 
we are totally unable to avoid in cer- 
tain eventualities. And we would not 
engage in war because of our sympathy 
for England and France, strong as this 
might be. If we are forced into war, it 
will be solely because our vital inter- 
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ests have been threatened or actually at- 
tacked in a way that American public 
opinion will not brook. 


About this, let our people be under 
no illusions. Could they have the 
choice, there would be no war. But 
they will have no choice. It will be 
made for them, and by the enemy. 


It is therefore incumbent upon our 
government and people soberly to con- 
sider this matter, and not to delude 
themselves with the mistaken belief that 
they can keep out of war merely by 
resolving to do so. 


The situation demands that those 
charged with responsibility, and the 
people at large, should exert themselves 
to the utmost to aid in preventing the 
outbreak of war in Europe. Upon the 
Administration and the Congress this 
grave responsibility rests. 


“_ 


LACK OF EMPLOYMENT OF 
CREDIT FACILITIES 


UCH discussion has taken place as 

to why banks do not lend freely, 
or why those engaged in enterprise are 
not making full use of the overflowing 
fountain of credit. This matter was 
referred to in a lecture delivered some 
time since by Lord Stamp, a_ well- 
known economist, a prominent railway 
executive and a director of the Bank 


of England. He said: 


For long periods money has been a drug 
in the market, and there has been no percep- 
tible change in industrial activity because of 
it. Again, it was part of orthodox monetary 
theory that, through open market operations 
by the government, the purchase of securities 
from the market by the central bank would 
put extra monetary resources into circula- 
tion. This would increase the basic credit 
resources of the banks and, by some appre- 
ciable multiplier, very greatly increase the 
amount of loanable funds. It was then as- 
sumed that having more money to lend, the 
banks would lend more freely and to a wider 
range of business opportunities, and that in- 
evitably business must expand. We have 
seen, however, in practice, that the quantity 
of resources potential for credit has had 
for long periods virtually no effect upon de- 
mand. The excess reserves of enormous 
sums in the American banks have been an 
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eloquent witness to the fact that the quan- 
tity of, money alone might make no differ- 
ence whatever to business activity. Of 
course, the moment the appetite due to con- 
fidence. grows, then, the existence of these 
reserves May mean a very rapid industrial 
expansion, much more rapid than if the re- 
sources of the banks were limited. It is as 
though you took the horse of business enter- 
prise to the trough of monetary credit—you 
may take the horse to the water, but you 
cannot make him drink! You may take the 
water to the horse, with the same result. 
You may double the quantity of water, and 
still he refuses to drink! You may halve 
its price, with a like result! The very fact 
that the signs of extreme economic exhaus- 
tion or incapacity are so evident is enough 
to make the business man wait until there 
are signs of a rise. 


Lord Stamp, in dealing with the price 
level, expressed the opinion that “what 
has been said about business activity in 
response to changes in the rate of inter- 
est and the quantity of money equally 
applies to the movements in the price 
level.” He quotes Dr. Harold G. Moul- 
ton to the effect that “not only is there 
no direct relation under modern condi- 
tions between the supply of gold and 
prices, but there is no automatic expan- 
sion of credit on the basis of increasing 
supplies.” 

All of which, if true, would indicate 
that our monetary management authori- 
ties have been barking up the wrong 
tree. 


“RISE IN THE WEALTH-VALUE 
OF GOLD” 


RITING on the subject of “Inter- 

national Monetary Cooperation” 
in the London Bankers Magazine, R. G. 
Hawtrey, who occupies an official posi- 
tion at the British Treasury, says: 


A rise in the wealth-value of gold brought 
the American price index down from 248 in 
May, 1920, to 138 in January, 1922. This 
appreciation of gold not only inflicted all 
the troubles of deflation in an acute form 
on the United States, but made the return 
to the gold standard of Great Britain and 


those other countries which decided to ad- 
here to former parities a matter of the 
greatest difficulty and distress. There fol- 
lowed an interval of relative stability, which 
was interrupted after 1929 by a still move 
disastrous rise in the wealth-value of gold. 
By 1933 it had doubled, and it continued 
rising till 1935, the index of prices in terms 
of gold falling in that year to 41.5 in com- 
parison with 100 in 1929. 


But why point the accusing finger 
at gold as the chief sinner in causing 
this recession of the price index? Noth- 
ing had happened to the gold stock of 
the United States between the dates 
named in 1920 and 1922 to cause this 
decline. On the contrary, our gold 
stock was increasing at about this time. 
It was $2,865,482,000 on June 30, 1920 
and $3,784,652 on June 30, 1922. 

The “still more disastrous rise in th« 
wealth-value of gold, after 1929,” wa: 
again not coterminous with a decline i: 
our gold stock, for almost uninterrupt- 
edly it kept on rising, and in 193! 
reached to nearly $5,000,000,000. 

Surely, gold was not responsible for 
the breaking of the gas balloon which 
happened here in 1929. Nor can the 
variations in the price level which Mr. 
Hawtrey cites be attributed to this 
source. For many factors other than 
gold have played the principal role in 
causing these fluctuations. I 

Sudden and extreme changes in the 
price level are admittedly disastrous; 
but what sound reason can be adduced 
to show that such changes are due to 
gold? If the production of gold, or 
the possession of it by this country, had 
changed in a way that would account 
for the sudden variation in the price 
level, then gold might be styled the cul- 
prit. No such change has taken place. 
As already stated, the change points in 
a direction contrary to that assumed by 
Mr. Hawtrey. 

To charge gold with responsibility 
for a fall in the price level is much 
like finding fault with a yardstick for 
showing that a piece of cloth has shrunk 
because of its exposure to the weather. 
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BANK INVESTMENT PROBLEMS 


By Paut M. ATKINs 


Executive Vice-President 
Grant & Atkins, Inc., New York City 


]N dealing with any problem, the first 

step should be to analyze it—or, as 

a physician would say, to diagnose 
ithe case. Often a bank has been seri- 
ously harmed by those who would cure 
its security portfolio ills by treating 
symptoms instead of curing the funda- 
imental cause. 

Any real analysis of this problem 
must necessarily begin with a study of 
the bank itself. All too frequently the 
importance of this part of the work has 
not been realized by the bankers them- 
selves, who have thought that the major, 
if not the sole analysis to be undertaken 
was that of the securities held or avail- 
able for purchase. 

In the first instance, answers must 
be found' to such questions as these: 
What are the requirements of the bank? 
Does it have an ample margin of free 
capital to protect its deposits? Is it in 
a position to accept certain risks in pur- 
chasing securities, or is its margin so 
narrow that it must do everything pos- 
sible to protect itself against losses even 
at the sacrifice of earning power? Is 
it paying such a high rate of interest 
on time deposits in relation to potential 
income that unwise risks in the pur- 
chase of securities are being accepted 
in the hope of being able to continue 
to pay interest at the current rates? 

_ How large a proportion of its funds 
is required to meet the demands for 
local loans and mortgages? Is the 
type of business which it serves such as 
to create wide fluctuations in the sea- 
sonal demand for funds for local use? 


Lup 
tak 
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Do deposits fluctuate in a similar man- 
ner? Are temporary deposits fre- 
quently handled, deposits which remain 
so short a time that they cannot be 
safely utilized for the acquisition of 
earning assets? Is an important part 
of the deposits made up of funds ac- 
cumulated by depositors awaiting a 
favorable moment for investment, and 
hence subject to withdrawal on little if 
any notice? 

These are but a few of the typical 
questions which must be answered be- 
fore it is possible to find a solution to 
the major problem. Since, at first 
glance, it may appear that they have 
little bearing on the management of the 
bank security portfolio, perhaps it will 
be desirable to consider the very real 
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1. What factors must be taken 
into consideration in formulat- 
ing a sound bank investment 
program today? 

2. What can the banker rea- 
sonably expect from an Invest- 
ment Counsel? 

3. What does an Investment 
Counsel expect from a banker- 
client? 

These were the questions 
which we asked the author to 
answer in the accompanying 
article. 

Dr. Atkins is a well-known 
economist and investment coun- 

' sel, and is the author of the book 
‘*Bank Secondary Reserve and 
Investment Policies.’’ He or- 
ganized the office of, and was for 
five years the Special Liquidator 
of Securities for the Comptroller 
of the Currency. 


implications which these factors have in 
this connection. 


Net Worth and Net Free Capital 


It is usually considered that the capi- 
tal, surplus, undivided profits and capi- 
tal reserves exist for the protection of 
the deposits. A rule of thumb of long 
standing has been that deposits may be 
accepted up to ten times the amount of 
the net worth of the bank. In other 
words, the deposits should be protected 
by a 10 per cent. margin. This may be 
sound reasoning from the standpoint of 
theory, but consider it from the view- 
point of actual practice and it takes on 
a rather different light. 

In the first place, if sufficient losses 
are experienced to impair the capital, 
a bank must be liquidated, merged, or 
reorganized. In brief, it can no longer 
continue as the institution it has been 
down to that time. Hence, the amount 
of the capital must be subtracted from 
the net worth in determining the amount 
of the practical margin existing for the 
protection of the deposits. 
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In the second place, most banks have 
acquired property in which the bank is 
housed. Some who built during the 
“New Era” find that the elaborate struc- 
tures have absorbed a very substantial 
portion of their capital funds. Any 
funds invested in a bank building, how- 
ever, are completely frozen in so far as 
having any utility for the protection of 
bank deposits. In fact, hardly any asset 
which a bank possesses is less easily) 
convertible into cash for the payment 
of deposits than a bank building. The 
value of the quarters owned and occu- 
pied by the bank should, like the stated 
value of the capital stock, be deducte:| 
from the net worth for the purpose ii 
hand. 

In short, there is a great differenc: 
between the net worth of a bank accord- 
ing to its books and the net free capita! 
which is available for meeting losses 
and paying deposits. 


Net Free Capital to Earning Assets 


While the primary use of the free net 
capital is to serve as‘a safeguard to de- 
posits, the significant ratio is the rela- 
tion which it bears to earning assets. 
It is very rare to have any deposits can- 
celled except by payment in cash or 
some other form of property. It is, un- 
fortunately, quite common for a bank to 
suffer losses on its loans and discounts 
and securities. The ratio of net free 
capital to earning assets has consider- 
able importance, therefore, for it meas- 
ures the amount of the loss which can 
be accepted without forcing a bank into 
insolvency or reorganization. 

This ratio should have marked in- 
fluence in the management of the invest- 
ment portfolio of a bank. If the ratio 
of net free capital to earning assets is 
small, it is essential that losses be elimi- 
nated in so far as it is possible, even 
at a heavy sacrifice of income. Not 
only does it mean that the bank cannot 
afford to hold securities which may fall 
in market value because of any defects 
inherent in the securities themselves, but 
it must protect itself to the utmost 
against those losses in market value 
which the highest grade securities avail- 
able—not excepting obligations of the 
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United States Government itself—may 
experience because of a hardening of in- 
terest rates. This is a factor which is 
especially pertinent at the present time. 
It seems impossible for interest rates to 
go much lower. In fact, we have al- 
ready witnessed. the almost unbelievable 
phenomenon of negative interest on very 
short term Federal Government notes. 
It seems inevitable that it is only a 
question of time before we shall see a 
hardening of interest rates which need 
le only slight to cause a substantial de- 
cline in market values. This does not 
mean that the credit position of these 
securities will be unfavorably affected. 
On the contrary, they may be definitely 
iaproved by the very developments 
which lead to a stiffening of interest 
rates. 

In short, a narrow margin of net free 
capital will seriously limit a bank in 
the selection of securities for the port- 
folio, while an ample margin will make 
it possible for a bank to exercise much 
creater freedom in such matters. The 
ratio of net free capital to the total 
funds available for earning assets is 
therefore a factor of fundamental sig- 
nificance in the establishment of a sound 
investment policy and in developing a 
program for putting such a policy into 
effect. 


Other Factors 


This relationship of net free capital 
to deposits and earning assets is only 
one of the phases of the bank position 
and management which may appear to 
have little to do with the portfolio of 
securities but which actually is a basic 
factor in that management. It has been 
analyzed in some detail simply as an 
illustration of the interdependence of 
the various activities of a bank, and to 
indicate how impossible it is to deal 
successfully with one banking activity 
without giving adequate consideration 
to the others. It is essential to make 
similar detailed analyses of the earning 
assets other than securities, and of their 
changes over a period of time. The 
same holds true for the deposits, and 
for the other factors suggested in an 
earlier paragraph. 


TH! BANKERS MAGAZINE for May, 1939 





A sound investment policy, however, 
cannot be based solely on a knowledge 
of the affairs of the bank. It also de- 
pends on many factors external to the 
bank’s operations—on factors which de- 
mand consideration even before atten- 
tion is given to the individual securities 
in or available for its portfolio. 


Economic, Business, and Political 
Developments 


A bank is not an entity operating in 
a vacuum. It is necessarily a part of 
the work-a-day world, and is influenced 
by all that transpires therein. Adequate 
consideration, therefore, must be given 
to economic, business, and political de- 
velopments—not only in this country, 
but throughout the world—which affect 
a bank through their influence over in- 
terest rates, demand for loans and mort- 
gages, supply of funds, prices of secu- 
rities, and extent of reserves. 

Since economics is one of the social 
sciences, and hence deals largely with 
man, it involves a study of many fac- 
tors which do not lend themselves to 
exact measurement, but which neverthe- 
less have an important influence over 
developments. Taxation and business 
regulatory legislation are two factors of 
this type which have been subject to 
much discussion and experimentation in 
recent years, and which have had a 
marked influence on banking even when 
they have had no direct bearing on that 
activity. The proper evaluation of the 
many economic, business, and political 
factors is of vital importance in the suc- 
cessful management of a bank today, 


‘‘A sound investment policy 
cannot be based solely on a 
knowledge of the affairs of the 
bank. It also depends on many 
factors external to the bank’s 


operations—on factors which de- 
mand consideration even before 
attention is given to the indi- 
vidual securities in or available 
for its. portfolio.’’ 








‘A bank is not an entity op- 
erating in a vacuum. It is neces- 
sarily a part of the work-a-day 
world, and is influenced by all 
that transpires therein. Ade- 
quate consideration, therefore, 
must be given to economic, busi- 
ness, and political developments 
—not only in this country, but 
throughout the world—which 
affect a bank through their in- 
fluence over interest rates, de- 
mand for loans and mortgages, 
supply of funds, prices of secu- 
rities, and extent of reserves.’’ 


and must be made before a sound opin- 
ion may be formed regarding the course 
of action to be pursued respecting the 
security portfolio. 


Foreign Affairs 


Americans in general have been in- 
clined to feel that foreign affairs meant 
little to us. What happened in other 


countries was their business, not ours. 
Events during the past few months, 
however, have served to bring home to 
us, as nothing else since the World War, 
that we are bound fast to the rest of 
the world and cannot avoid the effect of 
what transpires on other continents. The 
dramatic aspects of a momentarily 
awaited war make a profound impres- 
sion, but no less important in the long 
run is the effect of every day happen- 
ings such as small or bumper crops, a 
business depression, or a monetary 
stringency in some other country. Only 
careful and thoughtful study and ma- 
ture experience will enable a banker, or 
anyone else, to correctly evaluate the 
significance of such events and their 
probable influence over business and 
banking in this country. 

Decisions, therefore, in regard to the 
investment policies of a bank, must be 
predicated on.,an ever-widening circle 
of factors, commencing with a study of 
the bank’s own situation and continuing 
with an evaluation of economic, busi- 


376 


ness and financial conditions—local, 
domestic and foreign. Since conditions 
are never static, policies are necessarily 
subject to such periodic revision as 
changing conditions may render desir- 


able. 
Investigation of Securities 


It is not until consideration is given 
to these various factors that it is time 
to turn to the selection of securities for 
the bank portfolio. The basis for the 
investigation of individual issues is 
found in the same economic, business. 
and political analysis which has jusi 
been outlined. Securities are issued by 
corporations or by governments—local| 
as well as national. The income of al! 
these—and it is on the income and it: 
security that the credit protection o/ 
bonds is based—depends on the eco. 
nomic activity of the country, condi- 
tioned as it is by events both at home 
and abroad. 


In the case of local government is- 
sues, the political as well as the eco- 
nomic status and the probable future 
of the community requires careful 
analysis. Experience shows that there 
are wide differences existing among 
communities, with resultant effects on 
their issues. 

In the case of corporate securities, 
the type of industry to which the com- 
pany belongs demands analysis. What, 
for example, does the future hold for 
railroads? What is the same future 
going to do to the aviation industry? 
The recent depression has revealed the 
marked divergence in experience be- 
tween the consumer goods and the capi- 
tal goods industries. The securities is- 
sued by companies in these two groups 
offer diverse opportunities and limita- 
tions to the purchaser. A wise selection 
must be predicated on an_ intimate 
knowledge of the past experience and 
present trends of whole industries. 

Not all corporations within a given 
industry offer the same opportunities. 
Differences in location and in manage- 
ment, financial resources and past his- 
tory create varied values for their ob- 
ligations. Many factors must be 


THE BANKERS MAGAZINE for May, 1939 





analyzed in detail to determine their 
real net worth. 

Thus, it becomes increasingly ap- 
parent that the development of a suc- 
cessful investment policy adapted to the 
needs of any individual bank requires 
a breadth of knowledge, a range of 
training and an extent of experience 
quite beyond the capacity of any one 
man in this fast moving, continually 
changing world of today. 


Methods Utilized 


The large metropolitan banks have 
endeavored to equip themselves to meet 
this situation by adding to their staffs 
men of varied training and experience, 
whose combined capacities enable them, 
under competent leadership, to solve the 
problem for their own institutions. 


Most smaller banks, however, are not 
in a position to expend the sums needed 
to organize and maintain competent 
staffs for this purpose. This is one of 
the major reasons why the smaller 
banks have experienced considerable 
difficulty with their investments in re- 
cent years. 

How, then, may the smaller bank deal 
successfully with such a situation? One 
possible way is for a group of them to 
combine and set up an office adequately 
manned and equipped to provide mem- 
bers with the needed information and 
advice. Interesting and practical as 
this solution appears to be, there are 
difficulties of an almost insuperable 
nature to overcome before it can be suc- 
cessfully put into effect. 

Another possible solution, which has 
been indicated by the American Bank- 
ers Association and outstanding bankers 
who have studied the problem carefully, 
is found in the employment by the 
smaller banks of investment counsel. 
Many banks have experimented with this 
idea, but far too few have found it sat- 
isfactory. The fault, however, appears 
to be with the way in which it has been 
heretofore developed, rather than with 
the idea itself. Neither the bankers nor 
the investment counsel in most cases 
have fully understood the possibilities, 


. tion. 


limitations or requirements of this re- 
lationship. 


Investment Counsel Factors 


With very few exceptions, the men or 
organizations which have attempted to 
act as investment counsel to banks have 
failed to appreciate the absolute neces- 
sity of thoroughly analyzing the posi- 
tion, structure and past history of the 
bank before advising it in regard to its 
security portfolio. All too frequently 
the only information which the counsel 
has obtained from the bank is a list of 
its securities. 

As a natural consequence, it has often 
been customary to limit advice as to 
purchase or sale of certain securities on 
the basis of a credit and market analysis 
of the securities themselves and with- 
out any consideration of their suitability 
for the portfolio of the bank in ques- 
This has led to the attempt to 
advise banks in regard to their invest- 
ments on a “mass production” basis— 
an approach to the problem that is al- 
most inevitably doomed to failure in 
the long run. In some instances, coun- 
sel of this type has degenerated into 
being nothing more than a tipster 
service. 

Unfortunately, also, some investment 
counsel have attempted to serve banks 
without an adequate basis of training 
and experience in economics, business, 
finance and politics. Their view, there- 
fore, has been too limited in area and 


. 


*‘Decisions in regard to the 
investment policies of a bank 
must be predicated on an ever- 
widening circle of factors, com- 
mencing with a study of the 
bank’s own situation and con- 
tinuing with an evaluation of 
economic, business and financial 
conditions—local, domestic and 
foreign. Since conditions are 
never static, policies are neces- 
sarily subject to such periodic 
revision as changing conditions 
may render desirable.’’ 
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‘‘What is needed is an intelli- 
gent understanding on the part 
of both the banker and the in- 
vestment counsel of the nature 
of the problem and of the in- 
formation required to solve that 
problem. Both should realize 
that the relationship between 
them should be on the same basis 
as that between an attorney and 
his client, or between a physician 
and his patient. Such a rela- 
tionship necessitates a full and 
frank meeting of the minds.’’ 


too short in time. They have not been 
able to meet the banker’s need for in- 
formation and mature judgment in these 
fields. 

Not all of the fault, however, has 
rested with investment counsel. Many 
bankers have failed to appreciate the 
difficulties of the problems which they 
have presented to their counsel. They 
have expected results which sometimes 
were beyond any human power, how- 
ever competent. Often, also, they have 
been unwilling to pay a fee of sufficient 
amount to justify the expenditure of 
time needed to do the work at hand, let 
alone compensate the counsel for his 
years of preparation. Moreover, many 
bankers, like many investment counsel, 
have failed to understand the necessity 
for a thorough analysis of their bank 
position as a basis for the management 
of their bond portfolios, and have been 
impatient when the counsel requested 
data from the files of the bank. 


Proper Relationship 


What is needed is an intelligent un- 
derstanding on the part of both the 
banker and the investment counsel of 
the nature of the problem and of the 
information required to solve that prob- 
lem. Both should realize that the rela- 
tionship between them should be on the 
same basis as that between an attorney 
and his client, or between a physician 
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and his patient. Such a relationship 
necessitates a full and frank meeting of 
the minds such as can come only from 
personal consultation between the two 
over an extended period of time. It 
requires on the part of the banker a 
realization that counsel must be sup- 
plied with all needed information about 
the bank; that counsel, no matter how 
competent, is not infallible; that it is 
necessary to pay a reasonable fee if 
counsel is to give the bank’s affairs a 
proper amount of personal attention. 

It requires on the part of the counsel 
an appreciation that there are many 
phases of the problem in addition to 
those directly connected with the secu- 
rity portfolio; that he is morally obli- 
gated to apply thoroughly competent 
knowledge not only to the securities and 
the immediate factors underlying their 
credit and market position, but also to 
those broader phases of economics. 
business, finance, politics and banking 
which have been stressed in this article. 

Such a combination of thoroughl; 
competent counsel and active, under- 
standing codperation from the banker- 
client can result in really constructive 
service in solving the problems of secu- 
rity portfolio management. 


© 


“ISMS” DEFINED 

Socialism: You have two cows—you 
give one to your neighbor. 

Communism: You have two cows and 
give both te the Government—the Gov- 
ernment gives somebody else the milk. 

Fascism: You keep the cows and give 
the milk to the Government—the Gov- 
ernment sells part of it back to you. 

Naziism: You have two cows—the 
Government shoots you and takes both 
cows. 

New Dealism: The Government 
shoots one cow, milks the other and 
pours the milk down the sewer. 

Capitalism: You sell one cow and 


buy a bull. 
—TueE AMERICAN BANKER 
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A WIDE VARIETY of com- 
mercial banking services is at the 
instant command of our corre- 
spondents. ; 


Reliable and complete credit 
information: 


Foreign exchange banking in 
all its branches: 


Investment advisory service: 


Transit and collection depart- 
ments in 24-hour continuous 
operation: 


More than one hundred and 
thirty-five years of experience 
in meeting the requirements of 
out-of-town banks. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Undivided Profits 
$40,000,000 


Member of Federal Deposit Insurance Corporation 
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BANK PROFITS 


Where ? 


Why ? 


How ? 


By Joun J. Drisco.y, Jr. 


Driscoll, Millet and Company, Philadelphia 


T is necessaray for banks to know spe- 

cifically what their net profit or loss 

is, department by department, if they 
are to really control their earning 
power. Any bank may have one or 
more departments that are strong. The 
remainder may be weak, but as a whole 
they may produce an average profit. 
Until the sources of earnings by depart- 
ments are known, it may never be fully 


Mr. Driscoll says: 

**Banks in practically all cases 
gather together in one group of 
figures the various items of in- 
come, items of expense and in- 
terest paid, and arrive at one 
figure for a net operating profit. 
This is then compared with 
prior periods or with general 
averages of other banks, and 
from it conclusions are drawn 
as to the formulation of policies, 
the correction of undesirable or 
weak situations, and the devel- 
opment of better plans of con- 
trol. This, we feel, is too broad 
a comparison to permit an intel- 
ligent portrayal of the many 
different things that can happen 
in banking and about which we 
should have knowledge if our 
earnings are to be fostered and 
properly controlled.’’ 


realized that there are weak depar'- 
ments that are a drag on earnings, and 
policies may be adopted accentuating 
their weaknesses because of the lack of 
information which would clearly show 
the need for different policies in these 
cases. 

Banks must predicate operations on 
facts to operate with better than aver- 
age success. Many banks attach con- 
siderable importance to the fact that 
their earnings compare favorably with 
the average of other banks. Average 
as a rule may be said to be a god with 
feet of clay. The average consists of 
many weak, some fair and a few good 
banks. Accordingly, a bank to be fair 
or good must of necessity be better 
than the average. 


Comparisons 


There are some specific figures avail- 
able for the year of 1937 dealing with 
bank earnings that I should like to 
discuss. 

In the study of the A. B. A. Research 
Council, “The Earning Power of 
Banks,” the earning power from opera- 
tions of all insured banks in the differ- 
ent states of the Union is compared with 
what we have set up as a sound earning 
power. Ten of the states in our section 
of the country show the relation of 
actual net operating profits for the year 
of 1937 to sound net profits for the 
same period, as shown in Table I: 
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TABLE | 


State— 
Vermont 
Delaware 
New Hampshire 
Maine 
Pennsylvania 
Connecticut 
Dist. of Columbia... 
Massachusetts 
Maryland 
Rhode Island 


Remember, this is the relation to net 
cperating profits before any considera- 
tion is paid to profits or losses on the 
sale of securities, losses or recoveries 
on loans, other charge-offs, and recov- 
eries and dividends paid. 

New York, with a relative earning 
power of 51.9 per cent. of a sound 
earning power, ranks the lowest in the 
country. This can be explained as being 
occasioned by the large number of big 
banks located in and around New York 
City which have elected, or possibly 
because of the unavailability of invest- 
ments have been compelled, to remain 
exceedingly liquid which, of course, 
means curtailed earning power. 


Massachusetts Earnings 


For this same period, namely the 
year of 1937, we have available the 
story of the earnings by departments 
of eighty-eight banks throughout Mas- 
sachusetts. Massachusetts, you will re- 
call, showed an earning power of 62.9 
per cent. of a sound earning power. Let 
us investigate from the details available 
and complete this story. 


For this year, these banks earned 
$2,187,800 in their combined commer- 
cial departments; that is, from the serv- 
icing and handling of demand deposits. 
This was at the rate of ninety-seven 
cents per hundred dollars of these de- 
posits before giving consideration to 
any losses arising from the investment 
of these funds. When compared with 
a sound earning rate of $1.50 per hun- 
dred of these deposits, this shows their 


**It is necessary for banks to 
know specifically what their net 
profit or loss is, department by 
department, if they are to really 
control their earning power. 
Until the sources of earnings by 
departments are known, it may 
never be fully realized that 
there are weak departments that 
are a drag on earnings, and 
policies may be adopted accen- 
tuating their weaknesses because 
of the lack of information which 
would clearly show the need for 
different policies in these cases.’’ 


earning rate to be 64.7 per cent. of 
sound. Now, let us remember our pre- 
vious computation showed Massachu- 
setts’ earning power to be 62.9 per cent. 
of sound or substantially the same as 
far as this department is concerned. 


Delving further into this department, 
it is interesting to note that of the net 
earnings of $2,187,800 on demand de- 
posits, $1,270,000 came from service 
charges collected. Despite the substan- 
tial amount of service charges, it is 
still apparent that many of the plans in 
Massachusetts are not yet providing a 
return to the banks commensurate with 
the service they render and the risk 
they take. Specifically, the profit in 
the commercial departments of these 
eighty-eight banks varied all the way 
from a profit of 2.93 per cent. to a 
low of .84 per cent. during this year. 
Certainly there must be certain definite 
facts that can be clearly indicated to 
account for the major part of such a 
difference. 

Eighty-three banks in Massachusetts 
with savings deposits showed an aver- 
age net profit of .44 per cent. of these 
profits. As a minimum sound earning 
power before considering losses from 
the investment of these funds should 
be 1 per cent., it may be said that 
these departments earned .44 per cent. 
of a sound profit collectively. Eight of 


THE BANKERS MAGAZINE for May, 1939 381 





‘‘Banking must so analyze- its 
business that it knows exactly 
where, why and how it is earn- 
ing its profit and how much of 
this profit is coming from the 
various departments that ‘exist 
in the bank,’’ says Mr. Driscoll 
in this article which formed a 
part of a recent address. 


these departments reflected an actual 
loss. 

The average interest paid was 1.81 
per cent., which reflected an effective 
average rate of 2 per cent. It does not 
take much analysis to see clearly that 
these banks paid an average of 4 per 
cent. too much interest for the year of 
1937 to permit sound operations. 


Trust Departments 


Let’s now turn to trust departments. 
Our experience has shown us that as a 
whole trust business as now handled by 
banks will, in eleven out of twelve 
cases, reflect a loss to the bank. The 
exceptions to this occur when a depart- 
ment has collected substantial fees from 
the handling of estates or has a rea- 
sonable volume of corporate trust busi- 
ness on a sound basis, or both. In such 
cases, the profit from these two types 
of trust business may be sufficient to 
offset the losses occurring in handling 
the other types of trust business. 

The maximum losses in the trust de- 
partment will be found to occur in the 
handling of voluntary trusts and agency 
accounts where the fees are set by the 
bank by agreement with its client and 
not prescribed by law. It is in this field 
of trust business we feel a very substan- 
tial improvement can be made provided 
we are willing to develop factual infor- 
mation permitting an analysis of each 
type of trust business in total and of 
the specific accounts appearing in each 


type in detail, and are then willing to 
set our fee after considering what it is 
going to cost us to render the service 
rather than to arbitrarily set it as a 
percentage of income or principal with- 
out considering what it will cost us to 
keep our part of the contract. 


Safe Deposit 


Safe deposit operations invariably re- 
flect a loss. It will be rather readily 
conceded that this department is a nec- 
essary part of a well-rounded bank, and 
accordingly, of necessity must be main- 
tained. Hence, if a bank succeeds in 
breaking even on its operations, it has 
done a good job. Further, most com- 
munities are considerably overbuilt in 
safe deposit space and can hardly hope 
to rent all of their space. However. 
one thing can be definitely shown, and 
our studies of this department are the 
basis for this comment. It is that as « 
general rule $5 is the minimum rental! 
for safe deposit boxes that will permit 
a bank to about break even in this 
department. 

Back in the so-called good days of 
banking from 1925 to 1929, believe it 
or not, the average bank earned about 
75 per cent. of its total net profit from 
selling securities in a rising market and 
from the use of its stockholders’ funds 
in its banking operations. The remain- 
der came from the banking operations, 
and it was from this source that we 
took the very substantial risks that in 
many cases depleted or wiped out capi- 
tal accounts. The position of this group 
of Massachusetts banks for the year of 
1937 is that 31.6 per cent. of the total 
net operating profit of all these banks 
was earned on their stockholders’ own 
investment in the bank. 


For these reasons, I feel I can prop- 
erly suggest that banking must so ana- 
lyze its business that it knows exactly 
where, why and how it is earning its 
profit and how much of this profit is 
coming from the various departments 
that exist in the bank. 
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Death takes vo holiday with | 
respect to personal loans. 
Let Old Republic cut your 
risks without cost to you. 


Danger of monetary loss is only one of the risks involved in 
the death of a personal loan borrower with an unpaid balance 
due on his note. There is the additional risk of creating un- 
justifiable ill will when the borrower’s family or the co-maker 
is pressed for payment. 

Delay, embarrassment, inconvenience, litigation, ill will, 
financial loss —all are avoided by Old Republic’s simple, 
practical plan of credit life insurance. In the event of the 
death of a personal loan borrower under Old Republic’s plan, 
the bank, the borrower’s family, and the co-maker are covered 
100% on the unpaid balance due. 

Yet the plan costs the bank nothing to install, nothing to 
operate. Rather it adds to the personal loan department’s 
revenue. And the resultant good will is pure “velvet.” 

Old Republic is a legal reserve, old line life insurance com- 
pany. It is the pioneer in adapting credit life insurance to the 
needs of commercial banks with personal loan departments. 
Write for complete details. 


Old Republic Credit 


Life Insurance Company 
309 West Jackson Boulevard, (Aicago 
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CREDIT EXPANSION AND 
INTEREST RATES 


By JosepH H. Taccart 


Professor of Economics 
School of Business, University of Kansas 
Lawrence, Kansas 


PON the basis of idle reserves and 
large gold stocks, credit could be 
expanded almost indefinitely in 
this country. Under the present reserve 
requirements, it is possible for the 


Dr. Taggart says: 


**The trends of long term and 
short term interest rates have 
been downward for a number 
of years. The downward trend 
has persisted in spite of the fact 
that the Government has in- 
creased its debt from $22.5 bil- 
lion in June, 1933 to $39.5 bil- 
lion in December, 1938, and has 
guaranteed about $4 billion of 
securities issued by various Gov- 
ernmental agencies. The trend 
has persisted in spite of the fact 
that, in the same period, the 
loans and investments of com- 
mercial banks have increased 
about $8 billion, and that issues 
sold annually for new capital 
purposes have increased from 
$750 million in 1933 to about 
$2.3 billion in 1938. 

‘‘This article examines the 
possibilities of the persistence of 
low rates for some time to come, 
and an attempt is made to ana- 
lyze the probable effect of the 
outlook on interest rates upon 
the invéstment. policies of com- 
mercial banks.’’ 


banking system to expand credit on 
the basis of its excess reserves roughly 
about six times. Consequently, tlie 
banking system is in a position to lend 
approximately $22 billion without re- 
course to the Federal Reserve System 
for discounting or borrowing. There 
seems to be very little the Federal Re- 
serve System can do to prevent such 
expansion even if it wishes to do so. 
It has the power to raise the reserve 
requirements back to 26 per cent., 20 
per cent., 14 per cent., but such action 
would decrease excess reserves by about 
$800 million only, and would reduce 
the factor of expansion from six to five. 
Banks would be able to increase their 
loans by over $14 billion, even after 
the reserve requirements were raised. 


Possible Control by Monetary 
Authority 


The Federal Reserve System might 
wipe out excess reserves entirely by sell- 
ing all of its portfolio of Government 
issues at the same time reserve require- 
ments were raised. Even moderate sales 
of its holdings of Government issues, 
however, would force bond prices down 
and cause losses and heavy sales of 
Governments by banks and other finan- 
cial institutions. The System has al- 
ready shown a disposition to add to its 
holdings and to support the market 
when, as in 1937, bond prices sag 
sharply. ° 

Unless new legislation is enacted, 
there seems to be no method of de- 
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creasing the potentialities of the bank- 
ing system for expanding credit. This 
fact alone would force us to the con- 
clusion that interest rates are likely to 
remain low for some time to come even 
in the face of substantial increases in 
demand for funds from the Govern- 
ment and from private industry. 
Although the monetary authority can 
do but little to tighten the money mar- 
ket, its powers to keep interest rates 
low and, consequently, to keep the 
prices of Government issues high are 
almost unlimited. The Federal Reserve 
System holds title to about $12 billion 
of the $14.5 billion in gold in the 
country. The balance is held by the 
Stabilization Fund and by the Treasury. 
Assuming that $3 billion of this gold 
are set aside for note issues and that 
the $1.5 billion representing foreign 
demand balances in this country are 
not permitted to serve as a credit base, 
$7.5 billion are available for reserves. 
As a maximum under. existing reserve 
requirements, each gold dollar held by 
the Federal Reserve Bank may serve 
as a basis for roughly $17 billion of 
bank loans. Consequently, eredit in 
this country on the basis of our assump- 
tions could be expanded to $127.5 bil- 
lion. This figure may be compared 
with the present total deposits of com- 
mercial banks which amount to $52 
billion. If we returned to our old re- 
serve requirements of 14 per cent., 10 
per cent., and 7 per cent., the $7.5 bil- 
lion in gold could support a credit 
structure of almost $215 billion. 


Credit Expansion and Loss of Gold 


It must be recognized that expansion 
of credit sufficient to raise domestic 
prices to a level seriously out of line 
with world prices would occasion an 
outward movement of gold from this 
country. Foreign floating balances in 


this country are most sensitive to 
changes and to prospective changes in 
relative world positions. For example, 
fear of further devaluation of the dollar 
led to a withdrawal of almost $1 bil- 
lion of such balances from the United 
“tates during the period from October, 


1937 to July, 1938. For this reason for- 
eign balances held on demand deposit 
in this country were not considered in 
the above calculation. On the other 
hand, continued fear of wars, unsettled 
political and financial affairs abroad, 
artificial trade barriers, and the rela- 
tive attractiveness of the American stock 
market probably would reduce sub- 
stantially the tendency for gold to move 
to other countries. However, the $2.5 
billion in gold held by the Stabilization 
Fund and by the Treasury Department 
have also been excluded from the above 
calculation; thus, $4 billion in gold are 
left free for export. 


Low Interest Rate Outlook 


It is evident, then, that the monetary 
authority could, without any change in 
existing legislation, follow an easy 
money policy which would keep inter- 
est rates low in spite of substantial 
credit expansion. It seems reasonably 
certain that the necessity to maintain 
a market for Government issues will 
continue so long as the country’s budget 
is unbalanced and so long as financial 
institutions hold large blocks of Gov- 
ernments. To accomplish this the Fed- 
eral Reserve System must maintain an 
easy money policy. Moreover, the 
Board of Governors has indicated re- 
peatedly its desire to maintain low in- 


‘It is evident that the mone- 
tary authority could, without 
any change in existing legisla- 
tion, follow an easy money pol- 
icy which would keep interest 
rates low in spite of substantial 
credit expansion. It seems rea- 
sonably certain that the neces- 
sity to maintain a market for 
Government issues will continue 
so long as the country’s budget 
is unbalanced and so long as 
financial institutions hold large 
blocks of Governments. To ac- 
complish this the Federal Re- 
serve System must maintain an 
easy money policy.’’ 
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**It seems reasonable to con- 
clude that, barring most un- 
usual circumstances, long term 
as well as short term rates will 
be determined mainly by mone- 
tary conditions, and that any 
divergence in trend is likely to 
be temporary. It is probable 
that the action of the Reserve 
System would be such as to 
maintain the relationship be- 
tween them. Furthermore, it 
seems reasonable to suppose that 
both rates will remain low for 
a substantial period of time.’’ 


terest rates until business recovery is 
assured. Since the monetary authority 
has the power, and is assumed to have 
the will, to maintain low interest rates, 
the conclusion seems inescapable that 
rates probably will remain low for some 
time to come, and that they may remain 
low despite increasing credit demands 
from Government and from industry. 


Short and Long Term Rates 


In reaching this conclusion concern- 
ing interest rates, short term and long 
term rates have not been differentiated. 
Although conditions of monetary ease 
are likely to keep both rates low, ex- 
perience has shown that from time to 
time long term rates may diverge from 
trends followed by short term rates. 
Interest rates which apply on issues of 
distant maturities are more likely to be 
influenced by factors other than mone- 
tary ones, consequently it is necessary 
to be extremely cautious in making pre- 
dictions on long term rates. Any un- 
usual circumstances which create uncer- 
tainty concerning the future, such as 
participation of the United States in 
war, may cause long term rates to rise. 
One of the greatest factors causing un- 
certainty concerning the long term rates 
may be found in the action of the banks 
themselves. Since banks are tradition- 
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ally lenders on short term bases, and 
since risks on long term issues seem 
greater, banks tend to sell long term 
holdings first when need arises to liqui- 
date holdings. The result may be a 
sharp rise in long term rates as com- 
pared with short term rates. For exam- 
ple, when reserve requirements were 
raised in the Spring of 1937, the banks 
liquidated their long term Govern- 
ments. Had it not been for the action 
of the Reserve System in liquidating 
shorter term issues and buying over 
$100 million in long term Government 
issues, rates on long term issues might 
have risen temporarily out of propor- 
tion to the rise in short term rates. 


Low Rates Likely 


However, it seems reasonable to coni- 
clude that, barring most unusual ci'- 
cumstances, long term as well as short 
term rates will be determined mainly 
by monetary conditions, and that any 
divergence in trend is likely to be tem- 
porary. It is probable that the action 
of the Reserve System would be such 
as to maintain the relationship between 
them. Furthermore, it seems reasonable 
to suppose that both rates will remain 
low for a substantial period of time. 

The somewhat greater uncertainty in 
forecasting long term rates would seem 
to suggest that the banks should con- 
centrate their holdings on fairly short 
term issues, but too close a concentra- 
tion on short term issues will cause the 
banks to sacrifice much in the way of 
income. The present analysis would in- 
dicate that issues of medium term secu- 
rities, Treasury 3-5 year notes, could be 
held with reasonable safety. Moreover, 
the risks on longer term maturities 
properly staggered are not so great as 
to preclude their inclusion in the port- 
folio. The maturities of these holdings 
should be so arranged and their volume 
so limited that the bank may hold and 
amortize them over the lives of the in- 
dividual issues. The impossibility of 
forecasting interest rates renders the 
holding of long term issues on any 
other basis highly speculative. 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


Statement of Condition, March 31, 1939 


RESOURCES 


CasH AND Due From BanKS ....... ... . . $1,229,178,285.66 
Button AproaD AND IN TRANSIT . ....... - 15,861,281.62 


U. S. GoveRNMENT OBLIGATIONS, DIRECT AND FULLY 
GUARANTEED. . ot var’, va vie 8a Rete Sep a Sees , A 


STATE AND ee Sesinanins Sip as a 136,986,729.47 
Stock or Feperat Reserve BaxK .........-, 6,016,200.00 
OTHER SECURITIES... . (dil Se Aneel oe eo a be 159,629,030.42 
Loans, DiscouNTs AND eis KERS’ home ANeTS.. » » oats °GQB609357.21 
Banzinc Hous™s ....... Spe yea on ee 34,177,962.73 
Ome ALS ATE we ee 6,785 ,838.47 
MORTGAGES .... BAe UR ve" hes se ake ae ane 10,629,433.27 
CustToMErsS’ ACCEPTANCE tue Bok, at ese eer ere ae he 21,742,149.91 
ES, 22? sr icetee cee a Roe SS te 8,324,829.46 


$2,888,271,376.45 


LIABILITIES 
CapitaL Funps: 


Ceprpas, StocK ... «...«.% «4 « » » $200,270:00000 
SURPLUS eles wha 1 ie ey awa ee 
woes PROrems ..... . «<4. 33,266,151.32 


$ 233,806,151.32 
messes wor ComrinGENCINS’ . 0 6 68 ete et wee 16,104,748.04 
RESERVE FOR TAXES, INTEREST, ETC... ....-... 2,279,790.34 
| EE a TE a ee ce name 
ACCEPTANCES OUTSTANDING . . . : ee 22,826,549.23 
LIABILITY AS ENDORSER ON ‘Guiaitegains AND acens x Briers 6,837,144.02 
I RNIN, cc Fo a er ne Us VR) Sere SG 11,980,053.43 


$2,888,271,376.45 


United States Government and other securities carried at $104,290.874.83 are pledged to secure 
public and trust deposits and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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PRIVATE INSURANCE 


of “Small Business” Loans 


By J. Hamitton MATHER 


HE public is told that bankers are 

deliberately refusing to grant loans 

to business, thereby retarding the 
progress of the country toward re- 
covery. For this, the Government scolds 
bankers, and threatens to make direct 
loans to business. 

What business, especially small busi- 
ness, really requires, of course, is long- 
term financing. Long-term loans, how- 
ever, are not in conformity with the best 
banking principles. They do not re- 
place equity financing if they must be 
amortized, and the bank cannot feel its 
way as it goes along, as it can do on 


The author, a retired business 
man, offers his solution to the 
problem of ‘‘small business’’ 
credit needs. He suggests: 


1. What small business really 
requires is long-term financing 
—not real bank credit. 

2. The only proper solution 
to this problem is one based on 
private initiative and handled 
by private groups. 

3. Private groups, under Gov- 
ernment supervision, could form 
‘‘Insurance Corporations’ to 
insure such long-term financing 
loans granted by banks. 

4. These ‘‘Insurance Corpora- 
tions’? would not only absorb 
the risk, but would handle the 
investigation and supervision 
incident to this type of credit. 


a half-yearly or yearly plan. Further, 
the total amount of long-term loans a 
bank may make is limited by the 
volume of its other non-liquid assets, 
by the nature of its deposit accounts, 
and by the ratio to capital. Too many 
long term loans outstanding may pre- 
vent securing much better transactions 
in other non-liquid assets availa)le 
later. 

If the Government makes such loxns 
directly, or establishes some form of 
intermediate credit bank, further en- 
croachment on private banking will re- 
sult. Many good loans acceptable to 
banks will find their way into these 
channels, and some bank will be the 
loser in each case. The only proper 
solution is one based on private initia- 
tive and handled by private groups— 
the establishment of a liaison between 
the borrower and the bank to absorb 
that part of the risk and detail which is 
incident to this type of loan and is 
outside orthodox banking policies. 


Suggested Plan 


As a basis for discussion the follow- 
ing outline of a plan is suggested: 
Charters to groups of private indi- 
viduals in any state, authorizing them 
to form limited dividend corporations 
for the purpose of guaranteeing to 
banks the repayment of commercial 
loans approved by the banks and by 
the insuring corporation. The set-up 
and operation of the insuring corpora- 
tions would be along the following 
lines: 
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A group desiring to form such an 
Insurance Corporation would subscribe 
a minimum of $500,000 in cash toward 
establishing a protective reserve, and 
accept limited dividend stock in the 
Insurance Corporation in return. The 
Government would then furnish an 
amount of cash equal to these subscrip- 
tions in the form of a preferred loan to 
the Insurance Corporation, probably 
made through the R. F. C. This loan, 
added to the subscription, would make 
up the total reserve, and would be used 
for no other purpose. The necessary 
vorking capital to get the corporation 
under way would also be subscribed by 
the interested group. 

The entire reserve would be invested 
in Government bonds, and the interest 
on the loan made by the Government to 
the Insurance Corporation would be 
fixed at the same rate as that paid by 
at least 50 per cent. of the bonds pur- 
chased. Under this arrangement, the 
Government would not be called upon 
for any cash expenditure and the budget 
would be affected only contingently to 
the extent the Government was con- 
sidered to be risking a final loss from 
its preferred half of the reserve. This 
risk, of course, would be much less 
than the risk involved if the Govern- 
ment undertook to insure the loans as 
has been suggested in Congress. 

Generally speaking, the loans to be 
insured would be those which the banks 
approve as good loans, but not good 
enough to meet the requirements pecu- 
liar to banks without additional support. 
The Insurance Corporation would op- 
erate a department with complete facili- 
ties for investigating and analyzing 
each loan before it was granted, and 
the bank would co-operate with this 
department as far as possibile. After 
the loan was made, this department 
would be able to keep a much more 
constant vigil over the borrower than 
would generally be possible for a bank. 


Cost to Borrower 


All loans would be made by the 
banks, and repayment insured by the 
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Insurance Corporation. The borrower 
would pay a discount to the bank and, 
in addition, a premium to the Insurance 
Corporation. This premium might be 
a little heavy the first year of operation, 
but not unreasonable or comparable 
with “loan shark” rates. At the end of 
the first year, deducting the cost of 
operation, a sinking fund to repay the 
Government loan and the limited divi- 
dend on the Corporation’s stock, actua- 
ries could determine just what the over- 
load for the year had been. This over- 
loan, or excess premium, for that year 
would then be apportioned pro rata to 
all loans made in that year, and re- 
turned as a refund dividend to the bor- 
rowers. 

This should bring the cost of the 
loan, aside from the bank’s special dis- 
count established for these insured 
loans, down to a very low figure. After 
the experience of the first year, a proper 
premium with only a necessary loading 
for contingencies would be collected, 
but the refund dividend arrangement 
would continue each year. 

The Act should provide a strong con- 
trol and thorough supervision of the 
insurance Corporations, with frequent 
inspections by Government representa- 
tives, to continue during the life of the 
Charter, regardless of the repayment 
of the Government loans. It should 
also provide for careful scrutiny of the 
qualifications of the individuals in the 
groups forming the Insurance Corpora- 
tion, both before and continuing after 
the issuance of the Charter. 


Mr. Mather says: 


‘*Whatever solution is event- 
ually arrived at in this problem 
should be based on private in- 
itiative and handled by private 
groups. The Government could 
help materially by cooperative 
assistance and, if need be, some 
supervision and guidance, but 
everything possible should be 
done to keep banking a non- 
Government enterprise.’’ 
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Points for Consideration 


The following points are left to be 
settled after discussion: the maximum 
reserve (the size) of any such corpora- 
tion; the ratio of permitted insurance 
to reserve; the amount of the limited 
dividend on the stock of the insurance 
corporation; the advisability of special 
legislation to permit banks to buy stock 
in the insurance corporation. 

It is suggested that the Government 
loans to these Insurance Corporations 
be made for ten years, with annual 
amortization of 20 per cent. beginning 
at the end of the sixth year. 

If Intermediate Credit Banks could 
raise additional capital in the open 
marked by the sale of their debentures, 
as claimed, this should be much easier 
for a corporation such as herein out- 
lined, particularly after it had reached 
the amount of permitted insurance al- 
lowed against its minimum reserve of 
$1,000,000. Certainly after the sixth 
year, with the prior lien of the Govern- 
ment being annually reduced, such a 
corporation should have no difficulty 
in securing new money. If it would 
further encourage investment in the 
Insurance Corporations, they might be 
permitted to insure loans made by indi- 
viduals and lending institutions other 
than banks, provided such lenders col- 
lected no charges or fees other than the 
legal discount. 


Corporation Advantages 


The most important consideration in 
the granting of commercial loans of 
this type are the investigation before 
and the thorough supervision after such 
a loan is made. This is the part to be 
handled by the Insurance Corporation, 
and with its elimination the banks 
could afford a lower discount rate. The 
increase in volume would well make up 
for a reduction, to say nothing of the 
saving in expense. The bulk of the 
loan business contemplated here would 
be so-called border loans. The Insur- 
ance Corporations would be better 
equipped than banks to realize on col- 
lateral in the event of foreclosure, and 
this would increase the loans made on 
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warehouse receipts, stock on hand, etc., 
and those based in part on machinery 
and equipment. 


10) 
THE SAVINGS BANKER 


Henry S. Kincman, President, 


Farmers and Mechanics Savings Bank, 
Minneapolis 


“Tt is of great importance that the aver- 
age banker do his job well. It is not 
merely a matter of profits for the in- 
dividual institution, although the pro- 
spect of a reasonable profit on invested 
capital is an undeniable incentive. The 
more significant effect is upon the pub- 
lic, both as individual savers and as 
collective members of a society which so 
urgently needs large and consistent ac- 
cumulations of capital. It is a familiar 
fact that individual savings, when prop- 
erly invested and safeguarded, have 
heretofore been the most reliable means 
of true personal security. It is just as 
true, although perhaps less apparent to 
the casual observer, that individual sav- 
ings are still one of the important 
means whereby the social system ex- 
tends its supply of capital wealth. The 
tiny streams of millions of small sav- 
ings accounts flow together into a great 
pool of available capital, prepared to 
assist in the development. of natural re- 
sources, the enlargement of productive 
capacity, and the financing of worthy 
objectives in so far as social progress 
requires. To whatever extent that pool 
may dry up and diminish, following 
disappearance of the thrift habit among 
people, to that extent will progress be 
restricted and living standards lowered. 
One prime responsibility of the savings 
banker is to prevent such an occurrence. 
Every move in the formulation of a 
sound program for savings deposits 
should be considered in the light of its 
social implications. If success follows 
his efforts, the savings banker may re- 
gard his handiwork as something of 
personal satisfaction, and also some- 
thing of enduring value to society.” 


From a recent address. 
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TERM LOANS 


By WALTER W. SCHNECKENBURGER 


iice-President, Marine Trust Company, 
Buffalo 


Da are prone to follow tra- 
dition, but from time to time 
circumstances force them to adopt 
new policies. Perhaps that is why we 
have but recently considered the sup- 
plying of intermediate credit to our 
customers even though their need for 
it has existed for many, many years. 
It was not so long ago that the com- 
mercial banker did not care to so much 
as examine a loan application unless 
it was understood at the outset that, if 
granted, the loan would be repaid 
within a very few months. Examiners 
severely criticized slow or capital loans 
and, | grant you, with some measure of 
justification, for they were usually made 
on a basis that did not provide definite 
repayment terms. As indicative of the 
attitude of supervisory authorities, let 
me quote from a memorandum pre- 
pared by the banking department of a 
neighboring state, only five years ago. 
“Whether the laws respecting loans 
are changed or not many banks must 
change their loaning policies. They 
have been altogether too liberal in the 
past, both from the standpoint of 
safety and liquidity. They must dis- 
continue making so many permanent 
or so-called ‘capital loans.’ The 
directors must take a more active inter- 
est in shaping the loaning policies and 
as far as possible loans should be con- 
fined to persons or firms who pay their 
notes off entirely at least once or twice 
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“It was not so long ago that 
the commercial banker did not 
care to do so much as examine 
a loan application unless it was 
understood at the outset that, if 
granted, the loan would be re- 
paid within a very few months. 


‘‘Today term loans running 
in some cases as high as ten 
years are being made by some 
of our largest and strongest 
banks and so far as I know the 
examiners are not critical of 
them, provided they bear the 
test of goodness and ability to 
make agreed-upon payment.’’ 


a year. In other words, so-called ‘sea- 
sonal loans.’ ” 

Today the attitude of examiners and 
supervisory authorities appears to be 
very different from that just quoted. 
Term loans running in some cases as 
high as ten years are being made by 
some of our largest and strongest banks 
and so far as I know the examiners are 
not critical of them, provided they bear 
the test of goodness and ability to make 
agreed-upon payment. Is this a prod- 
uct of the times or does it represent a 
change in banking thought? 


Is Intermediate Credit Sound 
Banking Practice? 


It seems to me that the need for this 
form of credit and the desirability of 
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“‘To the extent that each in- 
dividual situation requires, stip- 
ulations such as these should be 
made: 


(1) the maintenance of a 
minimum ratio of current assets 
to current liabilities; 

(2) the maintenance of a 
minimum amount of current 
assets in excess of current lia- 
bilities; 

(3) a prohibition against the 
pledging of assets or the mort- 
gaging of property during the 
life of the loan; 

(4) a prohibition against a 
material change in the character 
or nature of the business with- 
out the consent of the lending 
bank; ’ 

(5) restriction or limitation 
of dividends; 

(6) limitation of salaries, par- 
ticularly in the case of small 
companies and companies con- 
trolled by a small group of in- 
dividuals within the manage- 
ment. 

‘‘These and many other pro- 
tective features should be borne 
in mind when making loan 
agreements,’’ recommends Mr. 
Schneckenburger in this article, 
which is a part of a recent 
address. 


its extension by the banks are so well 
established that argument for it on my 
part is unnecessary. The practice is 
here and in all probability will be with 
us for some time to come. 

The first term loan to come to my 
attention and, I believe, one of the very 
first large loans of this character to be 
made by the banks, was a loan in which 


the banks of the Marine Midland Group 
participated. A nationally known and 
highly successful company decided to 
refund a moderate sized bond issue with 
serial bank loans payable over a max. 
imum period of four years. At that 
time few, if any, of the officers of our 
banks liked the idea of a loan for so 
long a period but since we had enjoyed 
a substantial part of that company’s 
deposit business we felt obligated to 
give most careful consideration to its 
application for the credit. After care- 
ful study we finally decided to take the 
plunge. The loan was to be repaid in 
semi-annual instalments over a period 
of four years and the rate of interest 
was but 4 per cent., which seemed low 
at that time. We were quite please: to 
have our good judgment in making the 
loan confirmed by its payment in full 
within a period of two and one-half 
years. With our satisfactory experi- 
ence with that loan we gradually be- 
came bolder and bolder until we reached 
a point where we were not only willing 
to make such loans but actually to ask 
for them. We have not relaxed one bit 
in our requirements as to the quality 
of the credit but we have become more 
liberal in our terms. Not one single 
instalment on any such loan made by 
us has ever gone past due nor is there 
a question in our minds as to future 
payments on any outstanding loans at 
the present time. 


To What Extent Are Banks 
Warranted in Granting 
Term Credit? 


As yet there are no signs that the 
question as to how much of this form 
of credit a bank may properly extend 
is of more than academic interest. The 
volume of such loans made by the 
banks to date has not been sufficiently 
large to warrant a careful study or a 
precautionary word at this time. Surely 
no one would argue against the state- 
ment that such loans represent a desit- 
able media for the investment of a 
bank’s capital funds or for a small 
percentage of the thrift deposits of a 
bank that has a substantial amount of 
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interest deposits in addition to its com- 
mercial business. Perhaps a small per- 
centage of demand deposits might be 
loaned in this way also but, as already 
pointed out, it would not appear to be 
important to consider at this time just 
what these percentages should be. 


For What Purposes Should Credit 
Be Granted? 


There are a great many circumstances 
or conditions that warrant this form of 
borrowing. Numerous cases might be 
cited but, broadly speaking, such loans 
are justified for all forms of working 
capital or other requirements that are 
not of a long-continued or permanent 
nature. This does not mean that money 
borrowed may not be used for the con- 
struction of a new building or for the 
purchase or construction of other forms 
of fixed assets, for the loan itself may 
merely serve to restore or maintain a 
proper balance of working capital. A 
study of the borrower’s balance sheet 
and earning record will indicate whether 
the credit asked is for intermediate or 
long-term need. 


Term Loan Application Decisions 


A most painstaking investigation to 
determine the unquestioned capacity of 
the borrower to make all payments as 
agreed is a prime essential in making 
term loans. I shall never forget an old 
story told me many times in my coun- 
try banking days. The story has to do 
with two young men who were discuss- 
ing a banking problem that involved a 
point of law as well as the need for 
judgment. Being unable to agree, they 
finally decided to submit the problem 
to an older man who by reputation 
was the outstanding banker of the com- 
munity. His answer was, “I can’t an- 
swer your question. All I know about 
banking is how to lend money and get 
it back again.” A great deal of this 
particular quality can be used when 
intermediate credit is being considered. 
_ Earning power, of course, is the most 
important factor to be considered when 
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extending credit beyond that of a tem- 
porary character. Balance sheets are 
important too but, like mortgage ap- 
praisals, they can lead us into bad 
loans if we depend too much on what 
appears to be tangible asset value rather 
than ability to repay in cash. This 
is truer of some lines of business than 
others, but in most cases we must de- 
pend upon earning power and not the 
liquidation of assets for repayment of 
our Joans. 

Among the many questions that 
should be raised when judging earning 
power are: (1) the profit record and 
future outlook for the business in which 
the applicant is operating; (2) the 
competitive position of the applicant; 
(3) the character and ability of man- 
agement plus assurance of continuity 
of good management; (4) the condition 
of the applicant’s manufacturing plant 
and equipment; (5) the effect of chang- 
ing business cycles, price trends, taxes 
and other factors beyond control of 
management; (6) labor conditions in 
the industry as well as in the com- 
munity in which the industry is located; 
(7) are depreciation or depletion 
charges substantial in proportion to the 
amount of the annual payments due? 
Such charges have an important bear- 
ing on the capacity of the borrower to 
make instalment payments in times of 
lean earnings. 


‘“No two cases are alike and 
we must bear in mind that in 
spite of the unusual conditions 
confronting banks today — that 
make earnings one of the chief 
concerns of management — our 
first duty is to protect our bank. 
The making of these term loans 
is a most interesting job that 
requires something of an invest- 
ment banker’s viewpoint as well 
as that of a commercial banker.”’ 
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Term Loan Safeguards 


Since there is bound to be a wide 
difference in the circumstances and con- 
ditions under which these credits are 
extended, no rule of thumb stipulations 
can be made. Generally speaking, it 
might be said that such terms and con- 
ditions should be incorporated in the 
agreement which will enable the banks 
to control, to whatever extent may be 
necessary, those policies of the com- 
pany that affect its ability to repay its 
loan. To the extent that each individ- 
ual situation requires, stipulations such 
as these should be made: (1) the main- 
tenance of a minimum ratio of current 
assets to current liabilities; (2) the 
maintenance of a minimum amount of 
current assets in excess of current lia- 
bilities; (3) a prohibition against the 
pledging of assets or the mortgaging of 
property during the life of the loan; 
(4) a prohibition against a material 
change in the character or nature of the 
business without the consent of the lend- 
ing bank; (5) restriction or limitation 
of dividends; (6) limitation of salaries, 
particularly in the case of small com- 
panies and companies controlled by a 
small group of individuals within the 
management. These and many other 
protective features should be borne in 
mind when making loan agreements. 


Limits and Repayments 


Obviously this question cannot be an- 
swered by a definite or fixed set of 
rules. Judgment must determine the 
answer. A loan such as the ten-year 
loan to the American Can Company 
recently announced may be warranted 
on entirely different terms and condi- 
tions than many other loans. A maxi- 
mum of five years and equal semi- 
annual instalments that would retire the 
note in full at maturity would seem to 
be the ideal but not necessarily the 
absolute in the way of limitation and 
terms. Competition of insurance com- 
panies as well as peculiar circumstances 
connected with some situations make it 
impossible to keep loans within a five- 


year limit. However, we must not let 
competition nor other factors tempt us 
into the making of a loan on any basis 
that, in our best judgment, is not abso- 
lutely sound. Semi-annual payments 
that would retire the loan in full at 
maturity is the most desirable repay- 
ment basis, but here again peculiar cir- 
cumstances may warrant different terms, 
No two cases are alike and we must 
bear in mind that in spite of the un- 
usual conditions confronting banks to- 
day, that make earnings one of the chief 
concerns of management, our first duty 
is to protect our bank. The making of 
these term loans is a most interesting 
job that requires something of an in- 
vestment banker’s viewpoint as wel! as 
that of a commercial banker. 


Experience 


In conclusion I should like to cali to 
your attention the fact that the experi- 
ence of banks to date in the extension 
of intermediate credit is very limited 
and does not permit the drawing of 
conclusions based solely on the record. 
The examining authorities, as I have 
already said, have apparently changed 
their attitude toward loans of a slow 
or capital nature. Out of Washington 
has come a new method of classifying 
loans that gives them numbers instead 
of names. Maybe this is the beginning 
of a new series of numerical experi- 
ments instead of alphabetical, but in 
any event, it looks like a distinct im- 
provement over the old method of clas- 
sification. The tendency of the times 
is toward more liberal terms in the 
extension of bank credit, but this does 
not necessarily mean more liberal or 
dangerous extension of credit. On the 
contrary I believe that today bankers 
are giving more intelligent considera- 
tion to loan applications of every kind 
in that emphasis is being placed more 
and more on capacity to meet agreed- 
upon maturities and less and less on 
ratios and capital values. Our experi- 
ence with intermediate credit in the 
future will depend largely on the care 
and judgment that we exercise in grant- 
ing it. 
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Does Business Need Government 
Credit Extension ? 


By Vircit JorDAN 


President 


The National Industrial Conference 
Board, Inc. 


New York City 


‘AN it be said that the banks in 
general have been so conservative 
in their attitudes toward business 

loans in recent years that their con- 
servatism is almost tantamount to an 
anti-business-loan-policy? Various pro- 
nouncements by the chairman of the 
principal Federal lending agency seem 
to imply that, consciously or otherwise, 
the banks have been excessively con- 
servative in granting credit to business 
or industry. In addition, these state- 
ments seem to carry the inference, if 
they do not actually assert, that the 
banks were responsible in part for re- 
tarding the upward trend in business 
that ended in 1937. Finally, in current 
public discussion of these questions 
there is the recurrent suggestion that, 
so long as the banks do not lend freely, 
the Federal Government must attempt 
to supply the void in existing credit fa- 
cilities through the medium of its own 
agencies, existing or proposed. 

Confronted with these and similar 

charges of ultra-conservatism, the banks 
maintain that credit has been made 
available in all cases where reasonable 
credit requirements could be met. It is 
their position that, with earnings at a 
low level, they could not afford to re- 
fuse credit accommodation to worthy 
borrowers, even if they were disposed 
to do so on general grounds. At the 
same time, they frankly admit that they 
do not regard it as their function to 
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assume credit risks that are of question- 
able merit. The low level of bank earn- 
ings in recent years following the strain 
of the depression has made it difficult 
to strengthen the capital structure of 
many banks sufficiently to justify any 
sort of speculation with other people’s 
money, even under the persuasion of the 
example of the Federal Government. 
They repeat that the bank’s responsi- 
bility to its depositors remains a pri- 
mary responsibility, despite the exist- 
ence of Federal deposit insurance. 


Conference Board Study 


Observing these conflicting points of 
view, the Conference Board undertook 
last September, at the request of the 
American Bankers Association, to study 
the availability of bank credit to indus- 
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Since it provides the banker 
with an excellent answer, from 
an impartial source, to the 
charge that banks are unduly 
restricting credit, we present a 
portion of the address made by 
Dr. Jordan at the recent ABA 
Conference in New York City. 

Dr. Jordan suggests: 

**Everyone knows that in re- 
cent years in our public affairs 
we have been following a purely 
speculative fiscal policy which 
may be fairly described as the 
greatest gamble ever undertaken 
by a government. It has re- 
tarded sound business recovery 
and vastly increased the risks of 
all business enterprise. 

*‘Certainly it will be no serv- 
ice to business if we try to jus- 
tify that policy and make the 
gamble pay out by encouraging 
or forcing any extension of that 
speculative policy into our bank- 
ing system. 

*‘In the long run the real 
needs of business will be best 
met and its interests best served 
by a sound, conservative private 
banking system.”’’ 


trial and commercial borrowers, as it 
had done in 1932, at the request of the 
Federal Reserve Bank of New York. 
Information regarding their credit ex- 
perience was asked in confidence from 
a random sample of about 9000 busi- 
ness concerns, of every type and size. 
Returns received from 1755 concerns, 
principally manufacturing corporations, 
comprised an important part of the 
data analyzed by the Board. 

As a first step in our analysis, a care- 
ful examination was made of banking 
statistics for the five-year period ended 
in 1938 to ascertain if they disclosed 
any evidence of unwarranted or general 
restriction of bank credit. The most 
important fact disclosed by this analysis 
was that member bank loans classed as 
commercial increased by about $2 bil- 
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lion in 1936 and 1937. Loans by per- 
sonal loan departments and loans to 
finance companies accounted for some 
of this increase, but only for a minor 
part. It was also observed that com- 
mercial loans did not decline as soon 
as the recession began in 1937. Actually, 
they did not begin to decline until after 
the end of the year. Another signifi- 
cant fact is that when some banks were 
forced to make adjustments in their 
portfolios early in 1937, because of the 
increases in reserve requirements, loans 
classed as commercial were not affected. 
Portfolio adjustments at that time were 
confined almost exclusively to Govern- 
ment security holdings. Commercial 
loans of member banks at the end of 
June, 1937, were over $600 million 
larger than at the beginning of the year. 
These facts would seem to lend strong 
support to the claim of the banks that, 
with money rates at a low level and 
with limited earnings, they welcomed 
the opportunity to serve justifiable 
credit demands from industrial and 
commercial borrowers. 


Business Borrowing Lag 


Anyone unfamiliar with all the rami- 
fications of business finance might at- 
tach a great deal of significance to the 
fact that commercial and_ industrial 
loans of member banks did not increase 
until 1936, or long after the upward 
trend in business activity began. Quite 
apart from the exceptional political 
and economic uncertainties of _ this 
period, there is nothing unusual about 
this lag. A large proportion of com- 
mercial and industrial financing in the 
early stages of recovery is ordinarily 
done with working capital that has 
been lying idle or temporarily invested 
in short-term securities, pending the 
time when it will be required for busi- 
ness uses. A lag in business borrowings 
must be regarded as normal, as long 
as the majority of businesses have 
abundant working capital for financing 
operations at or near their average level 
for a period of years. 

The Conference Board’s analysis of 
the returns received from business con- 
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cerns disclosed that about 9 per cent. 
of those replying to the questionnaire 
had been refused accommodation by the 
banks or had experienced credit restric- 
tion on at least one occasion between 
the bank holiday and August, 1938. Of 
the 154 refusals and restrictions re- 
ported, 89 were classed as refusals and 
65 as restrictions. Restrictions include 
those concerns that were granted a part 
of the accommodation requested. In 
some cases all the short-term credit re- 
quested was granted, but loans to be 
amortized over a period of years had 
been refused. Sixty per cent. of the 
concerns that could be classified accord- 
ing to the year of most recent refusal 
or restriction reported that the refusal 
or restriction had occurred in 1938. 


Voluntary Loan Offers 


A notable fact developed by the sur- 
vey is that a number of concerns re- 
ported that the banks had voluntarily 
offered them funds in excess of their 
current reugirements, or had offered 
lines of credit even though none had 
been requested. In their replies, 103 
concerns specifically stated that banks 
had taken the initiative in offering 
credit accommodations. As this phase 
of the subject was not covered in our 
questionnaire, it is probable that the 
practice has been more prevalent than 
is indicated by this figure. This active 
solicitation on the part of the banks 
suggests that credit was probably never 
more freely available to industrial con- 
cerns whose financial position is sound 
and whose prospects for earnings are 
favorable. 

Concerns classed as small and very 
small, or those with capital of $500,000 
or less, accounted for more than 80 per 
cent. of the credit refusals and restric- 
tions, but for only one-half of all con- 
cerns reporting. For all practical pur- 
poses the problem of bank credit 
availability is a problem that concerns 
small enterprises. Refusals and restric- 
tions reported by large manufacturing 
concerns are almost negligible, and in 
the aggregate they are probably con- 


tributors to the supply of banking 


funds, because of the deposits they 
maintain and their relative independ- 
ence of the banks in financing their re- 
quirements. 

The problem of bank credit avail- 
ability cannot be judged solely on the 
basis of the over-all figure of about 9 
per cent. for credit refusals and restric- 
tions, or any similar figure. There are 
certain elements of the problem that 
can be seen only from a careful ex- 
amination of the confidential informa- 
tion included in the replies and other 
pertinent factors. 


Analysis of Replies 


First, there are a large number of 
small concerns whose finances were 
seriously affected by the ravages of the 
period from 1929 to 1933. It is un- 
necessary to remind you of the extreme 
credit liquidation that characterized 
those years and of the difficulties en- 
countered by both the banks and busi- 
ness, because of the strength of the de- 
flationary forces then in evidence. It 
suffices to point out that primarily be- 


“In my judgment credit was 
never more freely available to 
the borrower whose financial po- 
sition is sound and whose 
prospects are favorable. At the 
same time, the banks are ex- 
tremely hesitant about assuming 
credit risks that are question- 
able in view of current political 
and economic conditions. There 
are doubtless some unjustifiable 
refusals of credit. To assert 
that there are not would be 
equivalent to claiming that the 
banking system is functioning 
with absolute perfection in so far 
as industry is concerned. But 
the evidence is that the refusals 
which an impartial group of 
credit men selected from busi- 
ness and the banks would ap- 
prove as credit risks are in an 
insignificant minority.’’ 
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‘‘Before any more political 
crocodile tears are shed over the 
hardships which the small busi- 
ness concern suffers at the hands 
of the banks, it should be re- 
membered that risk capital for 
all kinds of enterprise has been 
made very scarce in recent years 
as a result of public policies to- 
ward business, and the heavy 
taxation of business and indi- 
vidual income. 


‘These policies have made the 
enterprise investor feel that the 
dice have been too heavily 
loaded against him, and they 
have been an underlying factor 
in the problem of the relation 
of the banks to business credit 
needs. 


“‘If the reservoirs of risk capi- 
tal had not been so largely de- 
stroyed or dissipated by govern- 
ment policies, the credit problem 
of small business would not be 
so difficult today; nor can it be 
solved merely by trying to make 
the banks serve in some way as 


a substitute for the speculative 
investor.’’ 


cause of the extreme situation then en- 
countered, many small concerns entered 
the period of revival with unbalanced 
financial structures, and frequently with 
inadequate equity capital. 

Second, the principal need of the 
small concern was for funds for rela- 
tively long periods, — intermediate 
credit, long-term credit, and particularly 
equity capital. In numerous cases ad- 
ditional equity capital was essential if 
a reasonable balance in the financial 
structure was to be attained; but risk 
capital in small amounts was generally 
unavailable. The small concern did 
not have access to the capital markets, 
certainly never on a basis comparable 
to that available to the large well- 
financed concern, and the individual 
small-town capitalist who might risk 
$20,000 to $50,000 in a venture with 
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a reasonable chance of success seemed 
to have disappeared, or his capital had. 

Third, the undistributed profits tax 
was imposed on these small concerns at 
the time when there was a chance for 
them to improve their financial position 
by retaining earnings. Some of these 
small businesses had fair to good earn- 
ings in 1934 and 1935, but 1936 was 
the first year of really good earnings 
in industry, and this was the first year 
to which the tax in the extreme form 
found in the Revenue Act of 1936 ap- 
plied. This tax had a most unfortunate 
effect on the small company striving 
for financial rehabilitation. A previous 
investigation of the operation of this tax 
by The Conference Board showed that 
a substantial number of small concerns 
actually paid the tax, in order that 
working capital could be built up from 
earnings. 

Fourth, many banks refused to con- 
sider making term loans as a recognized 
and regular part of their business, be- 
cause of the critical attitude of the. ex- 
amining authorities. - These loans were 
generally classed by examiners as slow 
or worse. As stated earlier, this has 
been changed as a result of a revision 
of bank examination procedure made 
effective last summer, in which the 
Comptroller of the Currency, the Fed- 
eral Reserve, the Federal Deposit In- 
surance Corporation, and many state 
regulatory authorities have concurred. 
Under present practice general sound- 
ness and the prospects for earnings are 
given first consideration in appraising 
loans for relatively long periods. 

Fifth, and in many respects most sig- 
nificant, throughout the entire period 
since 1933 the economic system was de- 
pendent upon Federal spending to an 
unprecedented extent. Much of this 
spending exerted a stimulating effect on 
business. since it involved the expendi- 
ture of funds in excess of receipts. No 
one had a clear conception as to what 
might happen when this stimulation was 
withdrawn. In my judgment this was 
properly a most important considera- 
tion for bank loan policy in those cases 
where credit was desired for longer than 
the conventional period. When appli- 
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cation was made for a loan to be amor- 
\ized out of earnings over a period of 
vears, there was no adequate basis for 
recasting earnings under a balanced 
hudget and a more rational Federal 
iscal policy. From this point of view, 
ederal deficit financing in recent years 
imust be regarded as one of the most 
important factors that have retarded 
the normal development of the interme- 
diate and long-term credit functions of 
our banking system. 

Under the circumstances I have out- 
lined, some refusals and restrictions of 
bank credit were to be expected. The 
mere fact that there have been refusals 
and restrictions is significant only in 
that our knowledge concerning their fre- 
quency affords a point of departure for 
further analysis. Under what condi- 
tions was credit refused or restricted? 
This is the all-important question. The 
general answer seems to be that most of 
the refusals and restrictions were ex- 
perienced by small companies, many of 
which had financing needs that involved 
risks the banks did not feel they should 
accept. Many of these concerns have 
good trade credit ratings and many ob- 
tain short-term accommodation from 
the banks, but they do not constitute 
first-class risks for loans to be amortized 
from earnings over a period of five 
years or more. 


The emphasis that has been placed 
on bank credit restriction in the cur- 
rent economic situation is attributable 
in large measure to the existence of a 
broader problem that involves the 


New York City 


financing of small industries. The rdéle 
of the banks in the solution of this prob- 
lem has not been clearly defined, and 
in fact is becoming more and more con- 
fused by the current discussion. It is 
not enough to say that the banks are 
not doing their part, while at the same 
time assuming that most or all appli- 
cants are credit-worthy. This type of 
statement is seriously misleading. The 
only possible advantage that may accrue 
from it is that a few ultra-conservative 
bankers may reéxamine their lending 
policies. Loans for extended periods 
should not be made, unless there are 
good prospects for earnings and unless 
there is a reasonable balance in the 
financial structure of the borrower. 
Unless these conditions exist, there is 
no more reason why such a loan should 
be made than that the bank should buy 


an inferior industrial bond. 


‘Increasing the supply of 
credit funds and the sources 
through which they are avail- 
able is meaningless, unless there 
is an active or latent demand for 
them. This demand depends in 
large part upon the political 
and other factors which affect 
the prospect of profit in private 
enterprise. Unless these factors 
are favorable, credit alone is an 
ineffective medicine for re- 
covery.”’ 
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INVESTMENT FUNDS 
SEPARATION 


By Newton D. ALLING 


T the recent Eastern Regional Meet- 
ing of the American Bankers Asso- 
ciation in New York, the burden 

of the papers and speeches was the 
problem of earnings and how they can 
be maintained or increased through in- 
vestments. Superintendent White of the 
New York State Banking Department 
made a plea for reduction of interest on 
time deposits in behalf of country 
banks, which is the other side of the 
medal. The interest displayed by bank- 
ers in the subject of earnings and ex- 
penses though always existent is more 
intense now owing to low interest rates 
and bond yields due to lack of com- 
mercial borrowing since the depression 
and especially since the advent of the 
present Administration. 


Some Causes of Low Interest Rates 


Low interest rates can be ascribed to 
a number of reasons: 

1. The natural condition which ob- 
tains after recovery from a panic pro- 
moted by the husbanding of resources 
converted into cash by liquidation. 

2. Lack of borrowing due to caution 
and a desire to see “which way the cat 
will jump” on the part of the borrower. 

3. Devaluation of the dollar, result- 
ing in an increase of dollar amount of 
gold for reserves and some timidity as 
to what more will be done. Also large 
importations of gold. 

4. The policy of easy money adopted 
by the Administration in conformity 
with the policy of Great Britain and 
Canada as propounded at the Ottawa 
conference in 1932. To make that pol- 
icy effective, the Federal Reserve banks 
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have purchased and held almost con- 
tinuously since 1933 about two and one- 
half billion dollars of Government 
bonds besides maintaining the lowest re- 
discount rate in history. 


The Lack of Borrowing 


So much for the causes of low inter- 
est rates. 

What causes lack of borrowing, 
which is necessary both to raise inter- 
est rates and to produce earnings for 
the banks? At the meeting referred to 
above, Dr. W. Randolph Burgess stated 
that “it was the taking of business 
risks, speculation—if you will, that 
gave this country its splendid growth. 
It is the absence of risk-taking that ac- 
counts for the continued depression.” 
Dr. Burgess is right. Every merchant 
risks his money in business. Let us 
eliminate the term speculate, for a mer- 
chant does not speculate unless he 
plumps his whole capital on one com- 
modity, takes too strong a position as 
the saying is; then he is speculating. 
But a wise merchant who carries an as- 
sortment of goods can distribute his 
risk so that speculation is practically 
eliminated, and he can figure on a mod- 
est profit from an average turnover un- 
less a general fall in the price level 
occurs. 

Just so with the banker. He should 
not speculate nor encourage specula- 
tion, but he must take some risk if he 
is going to make money or benefit his 
community. He must lend money on 
the strength of character and ability as 
well as assets and liabilities. That 
there is some risk in this is definitely 
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true; but with the average board of di- 
rectors, presided over by a steadying 
hand, the risk is slight. In the past it 
has been the small loans made to indi- 
viduals throughout the country which 
laid the foundation of the country’s 
prosperity. Of the loans so made, 99 
per cent. were good, and the violence 
of the recent depression cannot be at- 
tributed to them so much as _ invest- 
ments by banks in bonds and loans on 
collateral. 


Why Loans Are Restricted 


Bankers today are finding it difficult 
to lend their funds to individuals. Is 
it because the banks’ requirements are 
ico high, or because no one wants to 
horrow? This question applies more 
to the small country banks than to the 
large city institutions whose clients are 
dependent upon their country custom- 
ers getting started first. 


I am inclined to think people would 
borrow if they could do so on the basis 
which prevailed generally before 1929. 
That, of course, would be unthinkable 
today. For a man of good repute on a 
modest income owning his own house 
supposed to be worth $10,000, with a 
mortgage of $5000 to borrow $1000 or 
less on his own note would not be pos- 
sible today. Yet, before 1929, such a 
loan was not unusual, and thousands 
were made with less justification. The 
judges were the board of directors of 
each particular bank. Who is the judge 
today? A bank examiner who knows 
nothing of the individual’s circum- 
stances and whose instructions are in- 
fluenced by the atmosphere of 1933. 
And it is not one bank authority but 
three, for the F. D. I. C. and the Fed- 
eral Reserve banks are also in the pic- 
ture, which means added strictness on 
the part of each examiner. 


In this connection, some thought 
should be given to the insurance of -de- 
posits and the natural position taken 
by the agent of the Federal Deposit 
Insurance Corporation when he exam- 


ines a bank. Is it not that he will take 
no chances by passing loans that have 


any element of doubt and thus put him- 
self in wrong with his employer? And 
the Corporation does not want to run 
the risk of having to make good the 
deposits. of any bank if it can help it. 
Is this attitude not calculated to elimi- 
nate due consideration of the borrower 
and the community? The result is that 
few local loans are made, and the very 
foundation of credit expansion and the 
initial shove to prosperity are lost. That 
is one of the drawbacks to deposit in- 
surance not thought of by its opponents 
when its advantages and disadvantages 
were being considered. 

Banking cannot be conducted without 
some risk if it is to function properly 
and lend a hand to prosperity. It was 
accepted in the past that losses might 
amount to about 10 per cent. of earn- 
ings, and if they did not come up to 
that percentage the management was 
often considered superhuman or de- 
ceitful. 

Probably the whole banking system 
needs revision to eliminate the predomi- 
nance of short-term funds by the sepa- 
ration of current funds from capital 


The author, a past president 
of the American Institute of 
Banking, suggests a revision of 
our banking system to separate 
current funds from investment 
funds. 

Banks could voluntarily be- 
come investment institutions, 
their deposits being repayable 
on reasonable notice only; or re- 
main custodians of demand de- 
posits. 

The investment institutions 
would be empowered to make 
capital loans, and the commer- 
cial banks (carrying demand 
deposits) could continue to ac- 
commodate business with short- 
term loans and discounts. 

Both the author and THE 
BANKERS MAGAZINE will 
be glad to have readers’ com- 
ments on this suggestion. 
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‘‘People of means usually 
have a certain amount of unin- 
vested money on hand awaiting 
reinvestment. This. uninvested 
money is in addition to and 
aside from their current income 
needed for living or business 
expense. This uninvested money 
should be available to meet just 
such requirements as are envis- 
ioned in Senator Meads bill, and 
by other measures calculated to 
relieve the demands of business 
for capital.’’ 


funds, but that is a broad question re- 
quiring more space than is available.* 


The Risk in Investing 


There is a risk in banking and a risk 
in investments, which should be two 
separate functions. Strange to say, the 
risk in investments is the greater if 
banking—that is, lending current re- 
quirements on short time—is adhered 
to. That may seem disputable at first; 
but if statistics from bank receivers dur- 
ing the past ten years are consulted, it 
will be found to be true. 

Taking the most dependable securities 
that the banks invest in, U. S. bonds, 
it is doubtful if the same amount prop- 
erly invested in small short-time loans 
could be more productive of loss, 
whereas the income from the loans 
would be much more. The possibility 
of depreciation in U. S. bonds could, if 
higher interest rates prevailed, conceiv- 
ably amount to 10 per cent. of princi- 
pal, whereas the loss on loans to indi- 
viduals should not exceed 10 per cent. 
of income. 


Loans to Small Businessmen 


The demand of small businessmen for 
loans which they have been unable to 
obtain from their local banks has be- 


*See “A Scientific Banking System,” by 


Newton D. Alling, The Bankers Magazine, 
April, 1935. 
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come so noticeable that several bills 
have been introduced in Congress pro- 
viding for their accommodation through 
the organization of special agenciés or 
by Government guaranty to the banks. 
The R. F. C. and the Federal Reserve 
banks are already empowered to make 
loans which commercial banks do not 
feel justified in making. 

Only recently, Senator Mead of New 
York outlined over the radio a bill in- 
troduced by him for guaranty of loans 
made by banks and by the R. F. C., 
said loans to be amortized in seven 
years. He cited many specific cases of 
letters received by him wherein the 
prospective borrowers claimed they 
could enlarge or improve their plants if 
they could obtain the accommodation 
which they were unable to secure fronr 
their local banks. Most of these appli- 
cations, it seemed, were for capital r- 
quirements instead of for current need-, 
and therefore, even if acceptable to the 
banks, would probably be criticized by 
the examiners. This raises the que-- 
tion—if all available uninvested funds 
are being carried in commercial banks 
which can loan only for short-time cur- 
rent needs, where are seekers of new 
capital to go? 

People of means usually have a cer- 
tain amount of uninvested money on 
hand awaiting reinvestment. This un- 
invested money is in addition to and 
aside from their current income needed 
for living or business expense. This un- 
invested money skould be available to 
meet just such requirements as are en- 
visioned in Senator Mead’s bill and by 
other measures calculated to relieve the 
demands of business for capital. But 
as the owners of these uninvested funds 
carry them in the same bank with their 
current funds, they are subject to the 
same rules and regulations as current 
funds, namely. they can only be loaned 
out at short time in order to keep the 
banks liquid. 


Proposed Separation of Banking 
Functions 


Now, is it possible to set up our bank- 
ing system so that the owners. of unin- 
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vested funds will of their own volition 
separate them from their current funds? 
It is believed this can be done by estab- 
lishing separate investment institutions 
which can pay interest on money depos- 
ited repayable on reasonable notice 
only. Demand deposits, which would 
he composed of current funds, would 
be carried by regular commercial 
banks. 

This appears to the writer as the only 
answer to the present anomalous situ- 
ation wherein banks are said to be 
“bursting with money” while many in- 
custrial concerns, firms and individu- 
als claim that with reasonable accom- 
modation on a capital basis they could 
enlarge or improve their plants, em- 
ploy more people and contribute to the 
revival of general prosperity. 

There is another phase of the ten- 
dency for government to intervene and 
set up new agencies to perform the 
loaning functions which heretofore 
has been confined to banks, and that 
is that more credit will be created 
through these new agencies. Senator 
Mead’s plan, above mentioned, con- 
templates aiding the existing banks to 
make loans and therefore it does not 
come under the head of new agencies, 
but several bills introduced do provide 
for new agencies which may add to our 
primary credit, already redundant in 
the form of surplus reserves. 

When the Federal Reserve banks 
were authorized to lend direct to private 
firms and corporations, they were au- 
thorized to increase reserve credit just 
the same as they do in open market 
operations. It is doubtful if the Sena- 
tors and Representatives who voted for 
that provision realized its full import. 

What should have been done was to 
allow private parties to apply to the 
Federal Reserve banks of their respec- 
tive districts for relief if they thought 
that they were not getting proper treat- 
ment from their member banks, and 
then the Federal Reserve bank could 
have taken the matter up with the re- 
spective member bank and recommend 
or require the accommodation be given 
by the said member bank if it was in 


funds, and if not then by some other 
member bank with unloaned funds. 
But the loans should never be made by 
Federal Reserve banks except through 
the agency of a member bank. 

Anyone who cannot see the point 
here had better get out his copy of the 
Federal Reserve Act and study it care- 
fully again to be sure that he under- 
stands the difference between Federal 
Reserve credit and member bank credit 
and their respective influences on the 
general credit situation. Those who 
contemplate establishing new govern- 
ment agencies for granting credit 
should consider carefully whether they 
are not sowing dragon’s teeth in the 
form of uncontrolled credit to bring 
on another devastating panic. 

So much has been said and done in 
the past to bring all bank credit under 
the control of the Federal Reserve Sys- 
tem, that it seems needless to repeat 
the arguments in its favor again, but 
it should be realized that every new 
agency set up outside the system helps 
to nullify all that has been done to 
make that control effective. 


“Recently, Senator Mead of 
New York cited many specific 
cases of letters received by him 
wherein the prospective borrow- 
ers claimed they could enlarge 
or, improve their plants if they 
could obtain the accommodation 
which they were unable to se- 
cure from their local banks. 
Most of these applications, it 
seemed, were for capital re- 
quirements instead of for cur- 
rent needs, and therefore, even 
if acceptable to the banks, would 
probably be criticized by the ex- 
aminers. This raises the ques- 
tion—if all available uninvested 
funds are being carried in com- 
mercial banks which can loan 
only for short-time current 
needs, where are seekers of new 
capital to go?’’ 
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Presenting - - 


The New York Trust Company 


RGANIZED in 1889 as the New 

York Security and Trust Company 

with capital and surplus of $1,- 
500,000, The New York Trust Com- 
pany last month celebrated its fiftieth 
anniversary, and showed capital and 
surplus of $40,400,000. Its statement 
as of December 31, 1889, listed depos- 
its of $2,382,273.06, while the most re- 
cent statement shows deposits of 
$385,774,760.06. 

This bank represents a consolidation 
of three organizations—the New York 
Security and Trust Company, organized 
in 1889; the Continental Trust Com- 
pany, incorporated in 1890; and the 
Liberty National Bank, which began 
business in 1891. 

An interesting story is behind the or- 
ganization of the Liberty. The Central 


MORTIMER N. BUCKNER 
Chairman of the board. 


This is one of a series of short 
sketches of outstanding. banks 
and bankers—calling attention 
to any unusual points in the his- 
tory, development or achieve- 
ments of the organizations and 
individuals presented. 


Railroad of New Jersey had built « 
skyscraper at West and Liberty Street: 
for its offices, but it had no tenant fo: 
a part of the ground floor. Several 
bankers and railroad men proposed a 
bank to serve as a depository for the 
railroad and other tenants. Obtaining 
its name from the street on which it 
was located, the bank opened on Octo- 
ber 15, 1891. 

For many years, the Liberty used 
the Statue of Liberty as its emblem. 
This custom fell into disuse, but now, 
on the occasion of the fiftieth anniver- 
sary of the New York Trust, the em- 
blem has been restored and it will be 
featured in the advertisements, litera- 
ture and publications of the company. 

The New York Trust and the Lib- 
erty became well known as the source 
from which many prominent bankers 
arose—among them the late Henry P. 
Davison and the late Thomas Cochran 
of J. P. Morgan and Company; the late 
Edmund C. Converse, Seward Prosser, 
Chairman of the Board of the Bankers 
Trust Company; Harvey D. Gibson, 
President of the Manufacturers Trust . 
Company; Lindsay Bradford, President 
of the City Bank Farmers Trust Com- 
pany; and James G. Blaine, President 
of the Marine Midland Trust Company 
of New York. Today, Mortimer N. 
Buckner is Chairman of the Board, and 
Artemus L. Gates is President. 


THE BANKERS MAGAZINE for May, 1°.'9 





“KNOW YOUR STUFF” 


says E. L. PEARCE 
Executive Vice-President 
I’nion National Bank, Marquette, Michigan 


‘QuHE future of banking rests squarely 
on its ability to keep abreast of 
changing times. 

How can it be done? First, the ex- 
ecutive must know his bank. 

A good many factors have favored 
the manufacturing industry in the 
United States, but primarily the manu- 
facturers have surpassed the bankers in 
their knowledge of the factors that con- 
trol their own businesses and of the 
forces that tend toward profit and loss. 
How long would any manufacturing 
plant in this country last under pres- 
ent-day conditions if it handled its cost 
accounting as most of the bankers in 
this country handle theirs? 

It is my observation that it is more 
necessary for a bank to know what it 
costs to do business than it is for the 
ordinary commercial firm whose profits 
arise from manufacture or sales and 
who can quickly adjust unprofitable op- 
erations. In banking the element of 
gain or loss cannot be reflected by sales 
transactions, but can be determined 
only over a rather long period of time 
and then only in the aggregate involv- 
ing many thousands of transactions of 
many kinds, through many departments. 


In short, the sense of cost analysis 
compels us to consider all angles of 
activity in the bank. Cost studies natu- 
rally lead to devising ways of improv- 
ing operating methods, installation of 
labor-saving equipment, opening of 
new avenues for service, and, in fact, 
anything to cut costs and increase ef- 
ficiency. And, knowing his costs, the 
banker is enabled to make and adopt 


“If American banking is to 
keep abreast of the times in this 
changing world, bank execu- 
tives, employees, directors, 
stockholders, customers and the 
public must ‘know their stuff,’ ’’ 
counsels Mr. Pearce in this 
thought-provoking article which 
formed part of a recent address. 


sound budgets. Today it is not possi- 
ble to operate a bank successfully along 
unscientific lines. 

Every executive must periodically 
search his methods and policies, dis- 
carding those that have proven un- 
sound, relegating to the scrap heap the 
ones that have become antiquated and 
obsolete. Any man who attaches impor- 
tance to his economic future must sur- 
round himself with much accurate in- 
formation, with the latest news of what’s 
going on in the business world and in 
his profession. 

Yes, Mr. Executive, if you and your 
bank are to keep abreast of the times 
in this changing world, you must “know 
your stuff.” 


Employee—Know Your Stuff 


Second, the employee must know his 
bank. The banking business is selling, 
it is merchandising, just as in the com- 
mercial field, although somewhat dif- 
ferent. The difference is that it is some- 
thing more of a general public service. 
A bank has but two commodities to sell 
—service and credit. No other organi- 
zations are giving so much for so little 
cost as the fifteen thousand banks in 
the United States today. 
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‘‘Every executive must peri- 
odically search his methods and 
policies, discarding those that 
have proven unsound, relegat- 
ing to the scrap heap the ones 
that have become antiquated 
and obsolete. Any man who at- 
taches importance to his eco- 
nomic future must surround 
himself with much accurate in- 
formation, with the latest news 
of what’s going on in the busi- 
ness world and in his pro- 
fession.’’ 


Every contact between the employee 
and a customer involves the sale of two 
things—the bank itself and the indi- 
vidual himself. The latter has a double 
importance because the individual rep- 
resents the bank and the effect of his 
personality and the way he does busi- 
ness either sells or fails to sell the bank. 
In the banking business, every contact 
is a selling contact. Every time an em- 
ployee speaks, the person spoken to is 
listening to the voice of your bank. 
The listener considers not the source but 
only the fact that your bank has spoken. 
Constantly your bank is being placed 
on record by the words and acts of 
your employees. Every member of your 
personnel should have the ability to 
contact the public and defend or ex- 
plain the bank’s policies intelligently 
and tactfully. An apologetic attitude is 
inexcusable and invariably results in 
distrust. 

Yes, Mr. Employee, if you and your 
bank are to keep abreast of the times 
in this changing world, you must “know 
your stuff.” 


Director Must Know Bank 


Third, the director must know his 
bank. The position of a bank director 
is, as events of the past ten years have 
proven, a very responsible and not an 
easy one. The National Bank Law states 
plainly that “the officers of each asso- 
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ciation shall be managed by not less 
than five directors.” It does not say that 
the officers are to manage the bank, and 
nowhere is there any indication that 
any persons other than the directors 
shall be held responsible for proper 
functioning. Too often in the past di- 
rectors have been more or less figure- 
heads, knowing very little about the 
bank’s affairs. I believe it is almost 
proverbial that any bank which has a 
properly functioning board of intelli- 
gent, conscientious directors is a well- 
run institution. I believe it is a primary 
duty of the bank’s management to keep 
the directors informed and to safeguard 
the institution by holding the interest of 
these successful men who have assumed 
the responsibility of directorship. !t 
follows that we must develop a mears 
of giving them facts that will inform 
and interest them, keep them alert and 
permit them to employ their best fav- 
ulties. When men of high moral stan:- 
ing are ready to divorce themselves 
from their own personal interests to the 
handling of the bank’s business they 
should have every facility available to 
permit their intelligent guidance and 
counsel. 

Yes, Mr. Director, if you and your 
bank are to keep abreast of the times 
in this changing world, you must “know 
your stuff.” 


Stockholder Must Know Bank 


Fourth, the stockholder must know 
his bank. What a change in the stock- 
holder’s attitude this past ten years! 
In ’29 his principal interest in his bank 
concerned the fabulous stock quotations 
and those wonderful dividends. Then 
came °32 and °33 and there were “Trish” 
dividends, preferred stock, liquidations, 
mergers and reorganizations, and the 
individuals constituting the stock lists 
took a different attitude concerning their 
holdings. They are now more inquiring 
throughout the year. When the annual 
meetings come round they want inti- 
mate information. The progressive and 
alert executive takes the floor willingly 
and freely discusses his bank’s affairs, 
both on his own initiative and in re- 
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sponse to questions. Officials have seen 
fit to provide an increasing amount of 
information to stockholders attending 
annual meetings. Ten years ago bank 
shareholders attending annual meetings 
—and not many did attend—received 
only a few crumbs. of information. Per- 
haps it was their fault because they 
didn’t show much interest. The depres- 
sion changed this; the attendance at 
annual meetings increased. The stock- 
holders sought to find out why the price 
of their shares had tumbled and the 
income of the bank had shrunk in like 
yroportion. The crumbs of information 
orew larger: Today a few officers come 
close to providing a full loaf. At recent 
sneetings the presiding officers in some 
cases gave a breakdown of the loan to- 
tal as carried in the bank’s condition 
~tatement, thus showing the stockhold- 
ers the various types of credit advanced. 
Others have broken down the item 
“Other Securities,” showing how many 
vovernment, railroad, utility and securi- 
ties of other classifications are carried. 
A handful of banks are publishing a 
complete list of bond holdings, and 
some also publish income accounts. 
They are several steps ahead of most 
institutions, for all this is in the right 
direction. 

Yes, Mr. Stockholder, if you and your 
bank are to keep abreast of the times 
in this changing world, you must “know 
your stuff.” 


Customer Must Know Bank 


Fifth, the customer must know his 
bank. Customer relations programs are 
uppermost in the thoughts of bankers 
these days. The need for educational 
contacts with all depositors is recog- 
nized. Never was it more necessary to 
build a greater appreciation of the 
banking system and a more intelligent 
understanding of banking functions. 

Bank depositors, in the main, are 
ready to receive this education. They 
are more keenly interested now per- 
haps than ever before. The average de- 
positor is much more sympathetic 
toward his bank’s problems than he 


used to be. His understanding of them, 
however, is vague. 

Bankers, as trustees of deposits, 
should give their customers all the eco- 
nomic information which can be sup- 
plied. The bank depositors of this coun- 
try constitute a majority of our adult 
population but are now mainly inar- 
ticulate. 

It is time something be done by these 
fifty million depositors to stand up for 
their savings dollar. It is time deposi- 
tors learn and believe that the savings 
dollar is the best in the world and to 
maintain it as such. It is time that the 
depositors ascertain for themselves and 
the people of this nation that the dollar 
loss which has been featured by some 
of our people has been only a negli- 
gible percentage of the total bank de- 
posits of the country. 

In fact, depositors should come to 
know that bank deposits have proven 
to be, by a wide margin, the most stable 
and dependable of all investments 
judged by the loss records of the big 
depression, and this is an incontroverti- 
ble fact. It has been estimated by the 


‘‘Bank deposits have proven 
to be, by a wide margin, the 
most stable and dependable of 
all investments judged by the 
loss records of the big depres- 
sion. It has been estimated by 
the National Industrial Confer- 
ence Board that total depression 
losses to the American people 
were one hundred eight billion 
dollars. Think of the drastic 
stock market shrinkage, business 
casualties not even remotely con- 
nected with banking, and the 
widespread losses in exploded 
real estate booms, to mention 
only a few examples. Contrast 
that with the estimate by Jesse 
Jones — that deposit losses 
through the recent period of 
stress were less than 2 per cent. 
of that one hundred eight bil- 
lion dollar toll exacted by the 
big storm.’’ 
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‘It is time for the business- 
men, the professional men, the 
bankers of America, to speak 
out. Their silence has made it 
possible for economic quacks 
and academic theorists to gain 
the public ear, to do all the in- 
terpreting of current events and 
to so broadcast, without chal- 
lenge, distorted ideas and a de- 
structive philosophy.”’ 


National Industrial Conference Board 
that total depression losses to the Amer- 
ican people were one hundred eight 
billion dollars. Think of the drastic 
stock market shrinkage, business cas- 
ualties not even remotely connected 
with banking, and the widespread losses 
in exploded real estate booms, to men- 
tion only a few examples. Contrast that 
with the estimate by Jesse Jones—that 
deposit losses through the recent period 
of stress were less than 2 per cent. of 
that one hundred eight billion dollar 
toll exacted by the big economic storm. 

Doesn’t chartered banking have some- 
thing to sell to the American public? 
How can we get that story over? I 
think candor with our depositors about 
current conditions might be tried. The 
customer’s forums, initiated and spon- 
sored by the A. B. A., are indeed con- 
structive programs which will bring 
proper results. 

Yes, Mr. Customer, if you and your 
bank are to keep abreast of the times 
in this changing world you must “know 
your stuff.” 


Public Must Know Banking 


Sixth, the public must know Ameri- 
can banking. In the final analysis the 
only real asset of any business is the 
friendly acceptance of its product by 
the public. I was shocked to hear some 
authentic figures presented by Elmo 
Roper, Fortune magazine expert, at the 
Financial Advertisers Association meet- 
ing last fall, showing what the public 
thinks of banks and bankers. He showed 
the press and bankers singled out as 
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having most abused their power. I had 
come to believe American banking was 
on the way back to a restoration of the 
complete public confidence which was 
once enjoyed. But there apparently is 
still much more to do along this line. 

The public and, in this year espe- 
cially, the politician too, no matter 
what his party, must be educated, must 
be told. We need a better public un- 
derstanding of the fundamental princi- 
ples of business and economics—those 
principles upon which our whole na- 
tional life and liberty are founded— 
principles which have made this the 
greatest nation in the world and have 
given our people the highest standard 
of living in all history. 

Throughout our land is being pro- 
claimed a vicious philosophy thai 
would destroy those principles, a phi- 
losophy that ennobles improvidence an 
disparages self-reliance; a philosophy 
that teaches that all poor are pure ani 
that all wealth is wicked; that the way 
to prosperity is through reckless spend- 
ing, and the way out of debt is to bor- 
row money. It is time for the busines:- 
men, the professional men, the bankers 
of America, to speak out. Their silence 
has made it possible for economic 
quacks and academic theorists to gain 
the public ear, to do all the. interpret- 
ing of current events and to so broad- 
cast, without challenge, distorted ideas 
and a destructive philosophy. 

Let us tell the people of this country 
what is right with business. They are 
tired of hearing what is wrong with 
business. Let us challenge the implied 
accusation that all business and banking 
are steeped in unrighteousness, lest pub- 
lic judgment be rendered against us by 
default. We have a responsibility as 
well as an opportunity to help lead 
American economic thinking out of the 
wilderness of half-truths in which it is 
now wandering. May we not shirk that 
responsibility nor let the opportunity 
knock without answering. 

Yes, if American banking is to keep 
abreast of the times in this changing 
world,: bank executives, employees, di- 
rectors, stockholders, customers and the 
public must “know their stuff.” 
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IN WASHINGTON 


By Our WASHINGTON CORRESPONDENT 


ITHOUT doubt, the most dra- 
matic story of banking affairs 
transpiring here, at this time, 
concerns the future of the Bureau of 
ihe Comptroller of the Currency. With 
the introduction of the bill by Senator 
Prentiss Brown, Michigan, himself a 
ianker and long a member of the Con- 
eressional banking committees, the in- 
irigue of the past few months has re- 
solved itself in definite characters. The 
dramatis persoonae of the play are now 
identified, the first act has-given way 
io the second, and no one knows for 
sure just what the denouement will be. 
This bill by Senator Brown is ex- 
pected to be complicated by other bills, 
such as measures proposed by Senator 
Smathers, New Jersey New Dealer, and 
possibly others. And, to complicate 
the plot, or to make plans for changing 
the status of the Comptroller, more 
obscure, the Federal Reserve Board has 
made public letters to the chairmen of 
the Senate and House Committees on 
Banking and Currency, urging that 
study and investigation be given to 
“overlapping powers” in monetary and 
banking regulations, now said to exist 
in the Federal supervisory agencies. 
The Board of Governors of the Fed- 
eral Reserve System have consistently 
emphasized that the whole monetary 
control program needs to be’ re- 
studied in the light of new conditions. 
Especially, the board records, it is not 
proper to hold it responsible for na- 
tional monetary policy when, in fact, 
the Treasury’s resources and legal pow- 
ers, being far greater, make any action 
of the Reserve banks a very minor 
factor. The board first called public 


‘‘As a consequence of the at- 
titude of the planners and the 
program-makers of official Wash- 
ington, bankers have appeared to 
develop an inferiority complex 
which is, after all, understand- 
able enough. A penitent attitude 
long continued, however, eventu- 
ally becomes a suppliant char- 
acteristic. Perhaps when bank- 
ers cease to hold their hats in 
their hands and grow tired of 
waiting in Government reception 
rooms and begin to raise their 
voices and assert themselves, 
speaking out on the questions of 
the day which concern their and 
their depositors’ welfare, hope 
will dawn for business and the 
country in a way as yet only 
dreamed of.’’ 


—from our Washington 
Correspondent 


attention to the need for such a study 
of overlapping banking and monetary 
powers in its annual report. 


Comptroller to FDIC? 
The bill introduced by Senator 


Brown, has little to do with monetary 
matters. Briefly, it would bodily lift 
the Comptroller’s Office out of the 
Treasury Department, where it has 
been during its 77 years of existence, 
and set it down in the Federal Deposit 
Insurance Corporation. To urge ab- 
stract studies in the face of such pro- 
posals is now too academic, and na- 
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tional bankers are, very apparently, 
faced with a crisis. 

On the other hand, the board’s po- 
sition is admittedly sound. There are 
at least a dozen bills, pending before 
Congressional banking committees, 
which would order the Federal Reserve 
Board to use its presumed far-reaching 
monetary powers to stimulate or insure 
prosperity. Some of them are ideal- 
istic and many impractical, except in 
the minds of groups, or blocs, support- 
ing the theories involved. 

The passage of the Administration’s 
reorganization bill, now law, found 
the Comptroller’s Office outside of the 
exempted agencies, while the Insurance 
Corporation and the Board of Gover- 
nors remained safely inside. Thus the 
Reorganization Act, theoretically at 
least, suggested an uncertain future for 
the national banking system as it has 
long existed. Senator Brown and his 
supporters, now suggest that in the 
pending bill, the aims and purposes of 
the reorganization principle will be 
best served by wedding the ancient 
office to the youngest of the Federal 
supervisory agencies, promising that 
the union will promote efficiency and 
economy. These are the aims of the 
promoters of wholesale Government 
reorganization. 


Personalities Factor 


Now no Washington program can be 
clearly evaluated without taking cog- 
nizance of personalities in control. This 
is particularly true of the present Ad- 


ministration. It is also one of the 
severest criticisms, to say that problems 
relating to banking and monetary mat- 
ters must be tied so closely to individ- 
uals. In the present drama, the Deposit 
Insurance Corporation’s chairman, Leo 
T. Crowley, is favorably inclined to- 
ward the Brown Bill, which is under- 
standable enough. To a considerable 
extent, he has the support of Chairman 
Jesse Jones of the Reconstruction 
Finance Corporation. On_ the other 
hand, Chairman Marriner S. Eccles, of 
the Reserve Board, is opposed. Comp- 
troller Preston Delano is likewise op- 
posed, although his tacit consent is 
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solicited by Chairman Crowley who 
would provide for his position as a 
member of his board. The opposition 
of Chairman Eccles is being somewhat 
scornfully discounted on the basis of 
earlier efforts of his to secure the ex- 
amining powers of the Comptroller’s 
Office as an adjunct of the board’s 
powers. This was once proposed in a 
writing of the 1934 Banking Act. 
The personality of Secretary of the 
Treasury Henry Morgenthau is a defi- 
nite factor. The Comptroller’s Office 
is a part of his department. He is a 
close friend of the President. He has 
many advisers. He also has many de- 
tractors in Congress. His presumed 
influence with the President and his 
detractors in Congress probably off- 
set each other, or nearly so. Thus the 
future of the Comptroller’s Office 
broadly resolves itself into a test of 
influence in Congress between the per- 
sonalities of Chairman Crowley, Chair- 
man Jones and Chairman Eccles and 
their respective followers. Independent 
appraisers of such matters tend to shade 
the decision in favor of the FDIC unless 
national bankers bring in new influ- 
ences. Or perhaps Secretary Morgen- 
thau will be found willing to co- 
operate as a matter of expediency? 


Small Business Credit 


Definitely featured in the broad out- 
line of banking problems over a month, 
is the interest being manifest in the 
credit problems of small business. This 
is not a new concern, but a continuing 
development. Recently, the Securities 
and Exchange Commission, and the 
Temporary National Economic Com- 
mittee have officially espoused the pro- 
gram. These agencies are now con- 
ducting a survey to ascertain if there 
exists a shortage of credit for small 
business interests and just how such 
credit can be granted. Junior Cham- 
bers of Commerce have been asked to 
aid in a partial census which has now 
been inaugurated in a number of cities. 

It is generally recognized by officials 
that commercial banks cannot make the 
‘type of loans now being requested by 
some small business men and corpora- 
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tions. Capital loans seem to be re- 
quired, according to SEC officials. The 
question then follows, can the Govern- 
ment, the banks, or business interests 
devise a means of supplying capital 
loans? 


During the past month, Chairman 
Jesse Jones, again asked bankers every- 
where to do all possible to grant loans, 
either with or without RFC assistance. 
Mr. Jones hinted that if banks did not 
make more loans to small business, new 
agencies might be set up to do this, 
in the name of recovery. There have 
heen several more bills introduced 
within the last few weeks which would 
vither have the Government insure capi- 
‘al loans or underwrite them or provide 

redit banks after the order of the 
'ederal savings and loan associations. 
\n organization of small business men 
is actively lobbying for almost any 
bill that will promise to make credit 
easier. 


Trust Indentures 


Trust officials have been concerned, 
during the past few weeks, with hear- 
ings conducted by House and Senate 
committees on bills supported by the 
Securities and Exchange Commission. 
These measures, known as the Barkley- 
Cole bills, would give the SEC broad 
regulatory power over trust indentures. 
As amended, the bills are not quite 
as broad or as drastic, as proposed last 
year. However, considerable opposi- 
tion was voiced, particularly by a num- 
ber of the smaller trust companies of 
the mid-West and Western states. The 
American Bankers Association, al- 
though invited to have a hand in the 
carly writing of the bills, was unable 
to give a blanket endorsement. Through 
one of its officials it merely reported 


that the measures as offered, were 
oo ” 
workable. 


Differences of opinion over the 
Barkley-Cole bills were recorded in the 
reports filed by the Federal Deposit 
Insurance Corporation and the Federal 
Reserve Board. The former found the 
bills suitable, in fact endorsed them. 


The latter expressed criticism and asked 


for further study, suggesting that this 
might not be the best time to pass such 
measures. In this, as in its annual 
report, the Board found possibilities of 
duplication, likely to make more diffi- 
cult the duties of trust officials. 


Bank of America 


No survey of banking developments 
centering here is complete at this time 
without recording new developments 
which concern directly or indirectly 
the Bank of America, N. T.&S. A. and 
other interests of A. P. and L. M. Gian- 
nini. For months they have been in 
the front line trenches of activity while 
the heavy legal guns of the SEC were 
leveled upon them. For only a few 
days in the past month did it appear 
that the problems involved were on the 
way toward settlement. But the truce 
did not last long. Several suits have 
been filed in San Francisco, and an- 
nounced here, which concerned the 
Bank or, in someway, made the Bank a 
party to the action. 


Of broad interest to all bankers is 
the case which concerns the use of ex- 
amination reports by the SEC in public 
hearings. Oral arguments presented to 
the Court of Appeals, brought out a 
distinguished audience of Government 
officials. As previously reported, the 
bank sought an injunction denying to 
the SEC the use of these reports. A 
vital part of the whole matter was the 
independence of the Comptroller’s Of- 
fice within the Treasury Department. 
It is not unlikely that the vigor with 
which this case has been pushed, in 
and out of the courts, has played a part 
in stimulating interest in reassigning 
the office to other quarters, farther re- 
moved from the influences of the SEC. 


Branch Offices 


Among the bills which have been in- 
troduced, affecting banking, two meas- 
ures are likely to stir more than usual 
interest and possibly out of proportion 
to the importance of the subject. Ref- 
erence is to the Gillette-Gwyne bills to 
allow Reserve member banks to estab- 
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lish branch offices if state laws do not 
prohibit. A distinction is made _ be- 
tween “offices” and branches. -The per- 
mission would be for-“offices” where 
checks may be cashed, deposits. re- 
ceived, but no loans made. 

While the general trend of these 
identical bills, was recommended by the 
Comptroller of the Currency in his re- 
port, those who fear encroachment of 
big banks through branches widely 
established, see in “offices” a real dan- 
ger to unit banking. On the other 
hand, no particular support is ap- 
parent for the bills as they now stand. 
Some banking associations have en- 


dorsed them. 


Wage-Hour Standards 


The division of the Department of 
Labor concerned with enforcement of 
the Fair Labor Standards Act, has en- 
dorsed the bill to grant exemption for 
those receiving wages or salaries aggre- 
gating more than $200 a month, with 
certain technical requirements. Since 
banks are now declared to be under the 
Act, it is expected that the $200 a 
month standard may eliminate some 
problems. At the same time the De- 
partment of Labor suggests that some 
bank clerks may be raised into the legal 
monthly minimum payroll classifica- 
tion as a result of the change. 


Smathers’ Bill 


Senator Smathers’ bill is expected 
to maintain that the three principal 
supervisory agencies are necessary. 
He would have the Comptroller re- 
sponsible for all bank examinations 
and nothing else of importance. The 
examinations now conducted by the 
FDIC and the Reserve banks would be 
under the Comptroller. Other changes 
favored include an inter-locking ar- 
rangement between the FDIC Board 
and the Board of Governors of the Fed- 
eral Reserve System, .the Comptroller 
to serve ex-officio on each; and an 
effort to solve the check par clearance 
problem, making the rule strictly ap- 
plicable only to banks having average 
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deposits of more than $1,000,000. . The 
investment, securities regulation would 
be-given to the FDIC but interest regu- 
lation to the Reserve Board exclusively. 
The Comptroller’s office would be an 
autonomous bureau of the Treasury. 


~~ 


FEDERAL LEGISLATION 
PENDING 


Banking Reforms and 
Monetary Control 


Bill introduced by Representative 
Voorhis (California) H. R. 4931. 

Besides giving wide monetary pow- 
ers to a seven member Federal Reserve 
Board, which would replace presen: 
board, this act authorizes various bank- 
ing reforms, including: 

Jurisdiction over all commercial 
banks by the board; requires commer- 
cial banks to hold demand deposits in 
trust for depositors in cash on hand 
or on deposit in a Federal Reserve 
bank, except that banks having a por- 
tion of such funds in Government 
bonds three months after date of 
passage of Act may hold same in lieu 
of cash or Federal Reserve bank de- 
posits; forbids sale of Government 
bonds or notes so held in trust with- 
out permission of the board; empowers 
board to set maximum limits to service 
charges against demand depositors and 
to establish rules for withdrawals by 
savings depositors of all banks subject 
to its jurisdiction. 

Orders the FDIC to insure, beginning 
one year from passage of Act, full 
payment of all deposits in all banks 
subject to board’s jurisdiction, with 
no assessment made on demand de- 
posits; authorizes FDIC to act as agent 
of board, examine all insured banks 
without charge, and provides that 
“banks thus examined shall not be sub- 
ject to examination by any other Fed- 
eral agency.” 

Supervision and liquidation powers 
now exercised by Comptroller of the 
Currency and the board would be 
vested in the FDIC. 
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Gives board instructions and wide 
powers to reach and maintain a condi- 
tion where “practically full employ- 
ment has been attained or until the 
buying power of the dollar has been 
restored to the average level held by 
it in the year 1926.” 


Bank of the United States 


Bill introduced by Senator Frazier 
(North Dakota) S. 1917. 


Abolishes the Federal Reserve bank- 
ing system, provides for creation of a 
Bank of the United States, owned, con- 
trolled and operated by the United 
States and managed by a Board of 
Control consisting of forty-eight mem- 
bers who shall have same qualifications 
and be nominated and elected in same 
way (one from each state) as Repre- 
sentatives in Congress. 


Direct supervision would be by an 
executive committee of seven, elected 
by the Board of Control, none of whom 
would be members of the board and 
no two from the same state. The execu- 
tive committee would regulate value of 
money and stabilize same. 


The bill authorizes issue of $7,000,- 
000,000 (or such additional sums as 
may be necessary to carry out the pur- 
pose of the act) in notes for capital 
and revolving fund of the bank, these 
notes replacing Federal Reserve notes, 
and makes the bank the sole depository 
and fiscal agent of the Government. 

All deposits in approved banks 
would be guaranteed by the Bank of 
the United States, and it would be the 
sole depository of all surplus funds 
and excess reserves of all national 
banks and banking institutions under 
jurisdiction of the U..S. 

The bank would render clearing 
house service to banks, making \it a 
reserve depository, and could redis- 
count paper. Loans would be made to 
states and subdivisions for public im- 
provements, on specified security, pref- 
erence being given where there was un- 
employment or where wages for com- 
mon labor ‘shall fall,.below a living 
annual wage as measured by a.thirty- 


hour week at $1 per hour.” Loans also 
would be made to banks ,to the Farm 
Credit Administration and the Home 
Owners’ Loan Corporation where se- 


cured by bonds. 


Reorganization Bill 


Bill introduced by Representative 
Ditter (Pennsylvania) H. R. 5229. 


Provides for the abolition and _ re- 
grouping of various Government agen- 
cies, including: 

The office of Comptroller of the Cur- 
rency would be abolished. All its 
powers and authorities relating to bank 
supervision would be transferred to the 
Federal Deposit Insurance Corporation, 
and all powers relating to national 
bank notes and Federal Reserve notes 
would be transferred to the Public Debt 
Service in the Treasury Department. 
The present Comptroller of the Cur- 
rency would, until expiration of his 
term, become a director of the FDIC, 
that board to be enlarged to three 
members, all appointed by the Presi- 
dent by and with the advice and consent 
of the Senate. 


All agencies operating in the field 
of small-home construction, home cred- 
its, and slum clearance would be con- 
solidated under single-headed control 
of the Federal Home Credit Administra- 
tion, to be directed by an Administrator 
appointed by the President by and with 
the consent of the Senate for a term of 
four years. Consolidated in this new 
agency would be the Federal Home 
Loan Bank Board, the Home Owners’ 
Loan Corporation, the Federal Housing 
Administration, and the RFC Mortgage 
Corporation. 


Repeal of Greenback Authority 


Joint bill introduced by Senators 
Bridges: and Tobey (New Hampshire), 
Danaher:. (Connecticut), and... Taft 
(Ohio) S.J.,Res. 56. 

Provides for repeal of the Act au- 


thorizing the President to issue $3,000,- 
000,000 of greenbacks. 
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ON THE WEST COAST 


By JoHN FaRNHAM 


S this is written, the newspapers 
A are black with details of the latest 
war crisis in Europe, and it may 
well be that a general war will have 
broken out before this sees type. But, 
going in and out of the banks on the 
West Coast, no one seems much inter- 
ested. Indeed, Hitler, Chamberlain, 
Daladier and the rest are never men- 
tioned. Instead, the conversation turns 
on the spectacle of the Securities and 
Exchange Commission trying to make 
hay at the expense of the Bank of 
America; on the moral courage of the 
Bank of California in reducing its 
quarterly dividend rate from $2.50 
(maintained for many years) to $1.50; 
or on how the Anglo California Na- 
tional Bank is going to really go places 
under its new president, Bill Thomson. 
Maybe we're pretty provincial out 
here, but that’s the way it is, although, 
surprisingly enough, if war should come 
many Westerners should make a lot of 
money. In one way or another, a gen- 
eral European war would redound to 
the benefit of quicksilver, copper, beet 
sugar, wool, hides, airplanes, shipping 
and so on through a long list of West- 
ern industries. 


March 29th Call 


Nothing very startling came out of 


the March 29th bank call. Changes 


A BANKERS MAGAZINE 
feature: Bringing the latest in 
banking, financial, and economic 
developments in the Pacific 
Coast States. 


from the year-end were entirely sea- 
sonal in character. As against March, 
1938, commercial loans show a decline 
and deposits a slight increase while 
consumer financing loans have held 
about even. Profits, as nearly as car 
be judged, continue at about the same 
rate. 

However, if they reveal nothing else. 
the March statements indicate a con- 
tinued increase in savings and time 
funds. For several years now, thes 
have been climbing. This indicates that 
the “man in the street” continues to fee! 
insecure in his job or his income or 
both and thus builds‘up a surplus for 
his personal rainy day, and that the 
businessman still hesitates to reinvest 
his surplus funds for much the same 
reasons. All of which implies that the 
lack of confidence we’ve been hearing 
about is still around. However, it is 
due here not so much to the New Deal- 
ers as it is to more local factors such 
as left-wing labor leaders, the rising 
level of local taxes and the persistence 
with which thousands of people hang 
on to their unemployed status. 


Loans to Officers 


The other day, as a result of Mar- 
riner Eccles’ recommendation that the 
time limit for the liquidation of exist- 
ing loans to officers by their banks be 
extended, a letter came in from W. W. 
Evans, vice-president and cashier of the 
First National Bank of Halfway, Ore- 
gon. Mr. Evans runs one of the cleanest 
and sweetest little banks in the West, 
and regarding officer-bank loans he 
says: 

“You will recall that in 1933 a law 
was adopted making it unlawful for 
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executive officers of banks to borrow 
money from their banks, and gave a 
time limit for the payment of existing 
loans. Now Marriner proposes to ex- 
tend the time limit indefinitely. Right 
now I want to register my disapproval 
... (for) .. . of all the new wrinkles 
put into operation, this one making it 
dificult for bank executives to borrow 
money, is the best that ever happened. 
| could write a book of reasons why 
this is good. Bank executives should 
have the money to buy bank stock, and 
when they borrow it they have to pay 
dividends. When a bank has to pay 
dividends to keep the manager’s credit 
vood, then it has to carry paper now 
uid then that should be in the scrap 
heap. Bankers should set an example 
im financial matters that commends it- 
self for emulation. . . .” 

In thus stating the case, Mr. Evans, 
in effect, explains the whole philosophy 
of Western rural banking. For, if you 
read between the lines you will realize 
that his theory of bank management is 
that the bank manager should also be 
the bank owner, and that his ownership 
should be represented by an unhypothe- 
cated investment. In other words, the 
bank manager should not be a proxy 
for ownership by a principal. 

Because that theory is held pretty gen- 
erally by Western country bankers, it 
follows that the best run country banks 
are very well run indeed. They are 
the individual enterprises of their re- 
spective owner-managers. From this it 


follows that management’s primary in- 
terest lies in keeping capital unim- 
paired. Thus safety is not sacrificed 
for the sake of earnings. The proof 
of this lies in the West’s record during 
the 1930-33 period—its record of bank 
failures at that time being relatively 
better than that of any other section of 
the country. 

Another, and incidental, result of the 
owner-manager principle has been to 
stimulate the growth of branch banking. 
When a buyer of banks for a branch 
system approaches an owner-manager, 
he has but one man to deal with, which 
is much simpler than dealing with fifty 
scattered stockholders. 


Western Vacations 


Anyone planning a Western vacation 
this summer should visit the Golden 
Gate International Exposition on San 
Francisco Bay. This isn’t publicity, but 
any banker will find a visit to the Wells 
Fargo exhibit worth while. Also, if 
you are this way early in the summer, 
Andy Hughes, president of the Monterey 
County Trust and Savings Bank, will 
be glad to show you the rodeo at 
Salinas, California. They really ride 
?em down there. And, although it is a 
long time ahead, if and when you go 
to Seattle for the ABA Convention, 
don’t forget Portland. Jess Gard of the 
United States National Bank, there, 
says that they are planning something— 
and if it is planned in Portland, you 
don’t want to miss it. 


EXPLAIN REFUSALS 


One of the particular resentments against banks and bank officers 
and employees is the unfortunate tendency to make refusals with- 
out explanations. In nearly every case there is a real, reasonable 


and sound explanation which can be given. 


The average in- 


dividual, being a reasonable person, appreciates it. The act tends 
to avoid and eliminate misunderstandings.—Joseph M. Dodge, 


president, The Detroit Bank. 
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INVESTMENT and FINANCE 


Edited by OSCAR LASDON 


THE DEBT BURDEN AND INFLATION 


TPVHERE has been a great deal of con- 
cern about the sharp expansion of 
the Federal debt during the past few 

years. Expressions of fear regarding 

possibilities of inflation have been 
voiced with frequency. It is obvious 
that, at some point, there is a limit to 
the amount of debt that may safely be 
borne by the Government. Just where 
this point lies is by no means certain. 

When public loans are floated in- 
ternally, as they are in the United 
States, the burden of debt is most ac- 
curately measured by the annual inter- 
est charges and the rate of repayment 
rather than the size of the debt. Going 
a step further, the measure of the debt 
burden can be best appraised by relat- 
ing total charges to the national income. 
If the national income is large rather 
than small, the size of the debt is so 
much less alarming. 

When annual debt charges comprise 
ten to fifteen per cent. of the annual 
national income, it is believed that the 
limit of political expediency has been 
reached. Thus, if in a given year our 
national income totals sixty billion dol- 
lars, the top for financing interest 
charges would run from six to nine 
billion dollars. On the other hand, it 
must be realized that annual interest 
charges are now running at the rate of 
less than a billion dollars a year, or 


about 1.6 per cent. of the estimated. 


sixty billion dollar income. 
Of course, in estimating the limits 


also be directed to state and local ob- 
ligations. However, this classification 
has not recently shown expanding ten- 
dencies. 


- ment of bank bond portfolios. 
of public debt burdens, attention must”* 


Thus, a further increase in the Fed- 
eral debt from present levels would 
hardly embarrass our domestic econ- 
omy. This is pointed out, not to con- 
done such a regrettable tendency, but 
to allay unjustified fears regarding the 
nation’s immediate financial well-being. 

As far as inflation is:concerned, such 
a threat does not appear imminent. 
Only when the purchasing power of 
this country has been increased by bor- 
rowing and spending to the point where 
it is in excess of industry’s ability to 
produce, will the alarm signals be 
sounded. When industry strikes its 
peak of production and an additional 
expansion of money and credit occurs, 
prices will rise sharply. Today, how- 
ever, a large proportion of the nation’s 
productive facilities are conspicuously 
idle. Inasmuch as public borrowing 
is presently accomplishing little but 
putting some of these facilities to use, 
no scarcities can be visualized. Conse- 
quently, sharp price rises, characteristic 
of inflation, have been absent and are 
unlikely to appear. 


Bond Yardsticks 


The Bond Portfolio Committee of the 
New York State Bankers Association. 
in collaboration with the Standard 
Statistics Company, is presently en- 
gaged in formulating a comprehensive 
program for the conservative manage- 
When 
completed, the results of the study will 
be made available to all banks through- 
out the country. 

In connection with this survey, at- 
tention has already been directed to- 
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ward establishing standards by which 
banks can more accurately appraise the 
quality position of individual issues. 
Pertinent statistical ratios have been 
developed which will allow the port- 
folio manager to compare major char- 
acteristics of corporate obligations in 
scientific fashion. 

Certain statistical factors have been 
selected for comparison to assist in the 
determination of “ideal ratios” for use 
as “yardsticks.” These “yardsticks” 
are to facilitate qualitative analysis of 
individual bonds; they should enable 
bankers to measure the soundness of 
obligations, where general price sta- 
bility is a major consideration. It was 
pointed out, however, that the measure- 
ment of bonds in one industry could 
not properly be applied to other fields 
of endeavor where standards were not 
properly similar. 

The accompanying table presents a 
set of factors and ratios worked out for 
oil companies by the Standard Statis- 
tics Company, and approved by the 
New York State Bankers Association. 
A set of “suggested ratios” for the 
petroleum industry and an example of 
how the reported results of the Stand- 


aard Oil Company of New Jersey com- 
pare with the tests is set forth. 


According to Standard Statistics, 
“one of the most important items in 
determining the soundness of an oil 
company bond for bank investment 
naturally is the earnings protection 
which has been afforded over a period 


Suggested 


Ratios 
Fixed charge coverage, 
Cur. assets to cur. liab. 
Net wkg. cap. to fund. 
Cash to cur. liab. % 
Fund. debt to net prop. 
Depr. and depl. to int. chgs. % 
Depr. and del. to gross rev. % 
Fund. debt to mkt. val. of cap. %... b/25 
Net inc. to gross rev. % 


eee 


a/150 


a/500 


Note—a/ More than. b/ Less than. 
year not substantially below averge. 


of years. The generally accepted index 
of measure of this factor is the number 
of times fixed charges. have been cov- 
ered by net earnings. Because of sharp 
cyclical fluctuations in earnings of the 
oil industry, average fixed charge pro- 
tection necessarily must be substantial 
if an oil bond is to be considered rela- 
tively conservative. For test purposes, 
therefore, it has been suggested that 
average earnings over the past six years 
shall have covered fixed charges at least 
six times, with latest year coverage not 
substantially below this average. 

“A somewhat different measure of 
earnings is provided by the ratio of net 
income (after all charges prior to divi- 
dends) to gross sales. This “margin of 
safety” factor naturally will fluctuate 
quite violently from year to year in the 
recorded results of the average oil com- 
pany. It is believed, however, that a 
generally conservative position would 
be indicated where this ratio has aver- 
aged around 8 per cent. or so over a 
period of years. 

“A liberal depreciation policy gives 
added protection. As a test of con- 
servatism in this respect, it has been 
suggested that depreciation and deple- 
tion should be equal to at least 500 per 
cent. of the year’s interest charges. 
Such a degree of depreciation would 
provide substantial added cash avail- 
able for interest protection during a 
period of poor earnings, as well as for 
sizable property acquisition so neces- 
sary in an extractive industry. 


S.O. of N.J. 6-Year Experience 

1937 1936 1935 1934 1933 1932 
24 12 - 5 6 3 
283 342 297 302 371 450 
312 511 288 227 216 
87 125 113 125 140 
12 8 14 18 19 
1,320 1,155 1,540 ~=1,130 
9 10 ll 14 10 
ll 13 21 
ll 5 3 0 


c/ at least this average for 6 years with latest 


ee ooo 
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“Another measure of the adequacy of 
depreciation and depletion charges is 
the percentage of gross revenues 
charged each year to this account. It 
is felt that a conservative policy in this 
respect would be indicated where this 
is around 10 per cent. 


“A strong current financial position 
provides an important added measure 
of support. Among the various indica- 
tors of financial strength, the ratios of 
current assets to current liabilities, cash 
to current liabilities and net working 
capital to funded debt are considered 
the most important. If these ratios 
meet those suggested of at least 300 per 
cent. 100 per cent. and 150 per cent., a 
condition is indicated which normally 
would provide strong support for 
bonded indebtedness during a period 


of low earnings, if not unduly extended. 


“A moderate debt structure is an- 
other important measure of strength. In 
general, it has been concluded that 
conservatism calls for a total of funded 
debt no greater than 30 per cent. of 
net property, after accrued deprecia- 
tion. Another measure would be the 
ratio of funded debt, at par, to total 
capitalization, carrying preferred stock 
(if selling below par) and common 
stock at market value. If funded debt 
does not exceed 25 per cent. of capitali- 
zation, as appraised by the market, a 
generally conservative debt structure is 
indicated. 

“Other factors of importance not cov- 
ered in the table are dividend policy 
(per cent. of income distributed to 
stockholders) and policy as to capitali- 
zation and amortization of drilling 
costs.” 


Savings Bank Investments 


Some months ago we called attention 
to the fact that the New York State 
law affecting the eligibility of railroad 
obligations for savings bank investment 
would, if not amended or modified, 
result in all. but a handful of issues 
being dropped from the “legal list.” 


However, the legislature has since 


passed the Williamson bill and has 


forwarded this measure to the Governor 
for signature. This bill is an amend. 
ment to the existing statute governing 
savings bank investments. The amend- 
ment provides that carriers which have 
failed to cover fixed charges one and 
one-half times during the period 1931- 
1938 shall be retained on the “legal 
list” if charges were earned at least 
once in five of the past six years, in 
cluding 1938. 

Thus, while bonds of the Pennsyl- 
vania, the Reading, the Bangor & Arovs- 
tock and the Duluth Missabbe and 
Northern may continue eligible for pur- 
chase, obligations of the Boston & 
Maine, the Missouri-Kansas-Texas, the 
Northern Pacific and the Southern 
Pacific will be dropped. It should be 
noted, nevertheless, that liquidation of 
such issues is not compulsory. 


Tax Exemption 


The recent decision of the United 
States Supreme Court that New York 
State could tax the income of an indi- 
vidual employed by a Federal agency, 
merely extended last year’s ruling by 
the Court that the national government 
could tax the income of an employee 
of a state agency. 

However, these opinions do not affect 
the question of tax exemption as ap- 
plied to Federal and state obligations 
and it may be noted that the Supreme 
Court made no mention of this prob- 
lem. It has been pointed out by some 
observers that reciprocal taxation of 
salaries of state and Federal employees 
does not constitute a burden on these 
respective governments. On the other 
hand, it has been stated that reciprocal 
taxation of bond interest involves the 
fundamentals of dual sovereignty and 
constitutes a threat in this regard. 

There appears to be no unanimity 
of opinion as to how reciprocal taxa- 
tion of Federal and state obligations can 
be effected. The enactment of ‘simple 
legislation or the passage of a consti- 
tutional amendment are presently be- 
ing suggested. 
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Bond Notes 


John S. Linen, vice-president of the 
Chase National Bank on Municipal 
Bonds: “. . . . relatively little 
money had been lost by the holders of 
municipal securities as compared with 
substantial sacrifices and losses sus- 
tained by holders of corporate bonds. 
Where municipal defaults had occurred 
they had involved principally a delay 
in payment or the possible extension of 
maturities as compared with important 
adjustments of principal in the case of 
many corporate issues. Of the 
states reported upon it is significant to 
note than 57 per cent. of the defaulting 
municipalities and 65 per cent. of the 
principal amount of bonds in default 
seitled their difficulties without a reduc- 
tion of either principal or interest. 
Twenty-nine per cent. of the bonds af- 
fected accomplished an adjustment with 
a reduction of interest only. Only two 
municipalities found it necessary to re- 
duce both principal and interest. Per- 
centage-wise, this represented one and 
one-half per cent. The remainder, or 
about four per cent., are still unset- 
tled.” 


Hector Prud’homme, vice-president 
of the Hartford-Connecticut Trust Com- 


“ 
. 


pany on Corporate Bonds: ; 
on the question of choosing between 
corporates and governments on a yield 
basis, most of the banks buy corporates 
only if the net yield is better than that 
on governments. A number specify that 
that they require about one-half per 
cent. spread, but there are instances 
where banks buy corporates whose yield 
to maturity is less than the corporate 
tax equivalent yield on governments. 

“If the desirable course for the pri- 
vate banking system were to assist in 
the capital financing of business by pri- 
vate capital instead of by the Govern- 
ment, directing the flow of at least part 
of depositor’s funds directly to indus- 
try, then I think I could make a case 
for the proposition that the banks 
should continue their efforts to place 
part of their funds in corporate bonds, 
rather than through the Government 
bond market.” 
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FEDERAL CONTROL OF 
INSURANCE 


ARE insurance companies subject to 
Federal control and supervision? Gen- 
eral opinion has long been to the 
contrary, with reliance having been 
placed on dictum in the case of Paul v. 
Virginia, decided by the Supreme Court 
of the United States in 1869. The 
present acceptability of such denial is 
questioned, however, by Peter R. Ne- 
hemkis, Jr., special counsel to the Se- 
curities and Exchange Commission. 

Mr. Nehemkis, writing in the March 
issue of the Georgetown Law Journal, 
has reviewed this historic case with a 
great deal of care. He points out that 
while it was conceded that Congress 
had the power to control interstate com- 
merce of corporations, Justice Field 
held that insurance was not commerce 
—that “issuing a policy of insurance 
is not a transaction of commerce.” 

The article indicates that this was an 
unrealistic conception; that the deci- 
sion is understandable only in the light 
of the practical exigencies of govern- 
ment prevailing at that time. Attention 
is called to the fact that, if insurance 
had been recognized as an interstate 
business, existing state control would 
have been undermined and effective 
regulation of the insurance business 
would have been hindered. And _ al- 
though the dictum in the Paul case was 
approved by a majority of the Supreme 
Court in 1913, this subsequent reafirm- 
ance was based on the same considera- 
tions. It must be realized that Congress 
had not legislated in the insurance field 
and that upsetting existing state regu- 
latory and taxing laws would have, at 
least temporarily, freed insurance com- 
panies from all control. 

Mr. Nehemkis concludes that, “To- 
day, one of the most significant aspects 
of the insurance business, and which 
distinguishes it from those phases of 
the business theretofore presented to 
the Court, is the scope of its investment 
activities. To enlarge upon the impli- 
cations of the control by our great in- 
surance companies over their tre- 
mendous pools of capital, the effect of 
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these reservoirs of capital upon the 
capital and the securities markets and 
their relation to the national economy, 
would ‘carry. the discussion beyond. the 
confines of this paper. But the ques- 
tion remains: Would the Supreme 
Court, upon an appropriate record in- 
volving an act of Congress and in 
light of the altered significance of the 
insurance problem, perpetuate its rul- 
ing that insurance is not commerce?” 

The implication of the above discus- 
sion is clear. In the absence of legis- 
lative action by Congress, the constitu- 
tionality of Federal legislation of 
insurance cannot again be decided. 
However, should a pertinent statute be 
passed, it is more than likely that its 
validity would be upheld. 


HOW TO MAKE MONEY IN GOV- 
ERNMENT BONDS. By S. F. Porter. 
New York: Harper & Bros. 1939. 
Pp. 238. $3.00. 

Topay, bond holdings represent a large 

proportion of the resources of our com- 

mercial banking system, and U. S. Gov- 
ernment obligations constitute the 
major part of all securities owned. 

Accordingly, a volume dealing with the 

many aspects of the Federal debt is both 

timely and appropriate. 

S. F. Porter’s valuable contribution 
to this field should prove of material 
assistance to all portfolio managers. 
By way of background, it traces the 
growth of the Government debt and 
the Government bond barket from their 
inception to the present. It contains a 
wealth of detail on the marketing of 
Federal obligations and trading opera- 
tions in these securities. Discussions of 
arbitraging “free riding,” tax .exemp- 
tion and money market factors are more 
than adequate and are well supple- 
mented by numerous charts and tables. 
Analysis is also made of the distribu- 
tion of the Federal debt and the place 
of life insurance companies in the 
Government bond picture. Also of in- 
terest is a chronological record of fac- 
tors which have affected the Govern- 
ment bond market from 1929 to date, 
supplied in the appendix. 


There is much informaiion that can 
be applied practically and profitably 
by bank. management. No course on 
institutional, investment policy would 
be complete without a thorough reading 
of the contents. - The book is written 
in interesting style with a minimum of 
verbiage and a maximum of useful 


facts. 
© 


FINANCIAL REMEDIES FOR 
RESTORING PROSPERITY 


OF all schemes for restoring prosperity, 
financial remedies have the least justi- 
fication. Stable currency and credits 
are an essential element in any econ- 
omy, and any tampering with the pur- 
chasing power of a country is just as 
bad as tampering with the weights and 
measures through which mechani-m 
goods and services are exchanged. 
Money comes under a similar but ¢x- 
tended category and the non-recogni- 
tion of this obvious fact is equivalent 
to pure confiscation. Temporary pros- 
perity may be achieved, but the same 
will have to be paid for in economic 
blood and tears——Frank Morris in 
London Bankers Magazine. 


It is a demonstrable fact that a major- 
ity of the American people want no 
further reform beyond a reform of the 
reforms into workable procedures. It 
has become an observable fact that the 
American people are impatient of a 
continued suspension of progress.— 
Thomas C. Boushall, president, The 
Morris Plan Bank of Virginia. 


Interested in 
banking books? 


Send for our complete 
catalogue 


Bankers Publishing Co. 


465 Main Street 
CAMBRIDGE, MASS. 
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FINANCIAL SITUATION ABROAD 


A MONTHLY: SURVEY 


UMORS of war in Europe: continue 
to-inerease tension in that quarter 
of ‘the world and elsewhere, but 

whether or not actual war will happen 
in the near future is something that still 
‘remains to be seen. One thing is clear, 
that a number of the European coun- 
tries are putting forth vigorous efforts 
to prevent war and to be prepared for 
it should it take place. Such activities 
are not confined entirely to the Euro- 
pean countries, for on this side of the 
Atlantic it has been found necessary 
to face the situation that would follow 
the outbreak of a general conflict across 
the water. Measures have been de- 
signed to safeguard the money and 
banking situation, and for the tem- 
porary closing of the New York Stock 
Exchange in order to prevent wholesale 
dumping of American securities on 
our markets. 

England and France, seeking to halt 
further conquests by Germany and 
Italy, have made engagements to de- 
fend Poland, Greece and Roumania. 
Italy has entered into occupation of 
Albania. Franco has succeeded in de- 
feating the nationalist forces in Spain. 


The undeclared war between China and 
Japan continues. 


_— 


GREAT BRITAIN 


PARLIAMENT cut short its Easter holi- 
day, and was called into session April 
13 to consider the grave situation re- 
cently brought about on account of 
developments in the Mediterranean. 
Extra measures have been taken to 
protect the civilian population from 
foreign attack. That the situation is 
considered grave appears from the fact 
that expenditures for national defense 
during the current fiscal year will 
mount to a total of £580 million, of 
which £350,000,000 will be obtained by 
borrowing and £230 million from taxa- 
tion. 


“AN 


THE EXPORT PROBLEM 


COMMENTING on what is widely re- 


garded as one of the country’s leading 
problems—the export trade—the Re- 
view of the Westminster Bank says that 
even in 1937, when world trade as a 


Christiania Bank og Kreditkasse 


Oslo, Norway 


Founded 1848. 


First established 
private bank in 
Norway 


BANKING BUSINESS OF EVERY 
DESCRIPTION TRANSACTED 


Telegraphic address: Kreditkassen 


Paid up capital 
and reserve funds 
Kr. 40,000,000 


New York Agents: 


The National City Bank, Guaranty Trust Company, Irving Trust Company and 
The Chase National Bank 
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EIGHTY 


CABLE ADDRESS: BANCO 


HEAD OFFICE: MANILA 


BRANCHES 
Cebu, Iloilo, Zamboanga 


YEARS 


and more of experience and familiarity with local business conditions have placed our organization in ap 


exceptionally favorable position to undertake commercial banking, fiduciary and trustee 


of every 


description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. Inquiries and correspondence invited. 


whole had practically recovered its 
1929 volume, and when industrial pro- 
duction in this counutry was 23.7 per 
cent. above that of 1929, the total 
volume of exports of British produce 
and manufactures was 11.7 per cent. 
lower than in 1929. Last year, when 
production declined by 6.4 per cent., 
exports fell by a further 11.3 per cent. 
Measured by value, exports last year 
were 35.4 per cent. less than in 1929. 

The Review further states that while 
international trade as a whole has failed 
to keep pace with production, the 
shrinkage in British exports has been 
much greater than the average. It does 
not believe that the competition of 
Germany is so much responsible for 
this decline in British foreign trade, 
but does find that Japanese competition 
is serious. Encouragement is not lack- 
ing, however, for the figures so far 
this year show a marked decline in the 
adverse balance. 


—_ 


It is considered probable by The 
Economist that the financing of £350 
million by borrowing to meet defense 
expenditures will give rise to some 
phenomena of inflation. And inflation, 
it is said, is not only dangerous in it- 
self; it is at once a symptom of de- 
ficiencies in the economic mechanism, 
and a most inefficient and inequitable 
method of eliminatng them. 

Referring to the existing situation, 
The Economist says: “We shall be 


blind if we allow the super- 
ficial attractiveness of business as usual 
to conceal the fact that from now on 
business cannot be as usual.” 


_— 


FRANCE 


ConpiTIoNs in France are necessarily 
governed largely by the possibilities of 
war, with the result of unifying the 
country in both the political and eco- 
nomic arenas. Industrial production is 
rising, and unemployment decreasing. 
The general index of wholesale prices 
is still increasing slightly. Fiscal re- 
ceipts are showing a satisfactory in- 
crease. 


—_— 


GERMANY 


To meet its growing financial necessi- 
ties this country has resorted to the 
issue of what are called “tax certifi- 
cates.” They are of two kinds, and 
may be used, in part at least, as cash 
and as collateral for loans. And for 
this reason, these new instruments are 
regarded as a step towards partial in- 
flation. 


—_ 


POLAND 


AN interesting angle of the trade be- 
tween Poland and the United States is 
found in the fact that the United States 
consumes a large amount of canned 
ham coming from Poland, which sent 
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us this edible to the extent of 13,942.2 
tons in 1938, as compared with only 
202.9 tons in 1934, the American 
taste for Polish canned ham evidently 
growing to a surprising extent in the 
meantime. But this country sends a lot 
of cotton to Poland, the value of our 
exports to that country in 1938 having 
been $10,497,099. 


_ 


TURKEY 


Receipts for the first four months of the 
present fiscal year are Ltq. 5,407,805 
le-s than for the like period of the 
previous year, the latter being the 
highest on record. 

in relation to 1937, Turkey’s foreign 
trode is showing an increase of some 
30 per cent, in imports and of 8 per 
cet. in exports. The countries pro- 
viding the Turkish imports were Ger- 
many to the extent of 46.38 per cent.; 
England, 11.78 per cent., and _ the 
United States 10.82 per cent.- 


— 


THE ARGENTINE 


Wuite the foreign trade of the country 
has of late shown a declining tendency, 
the fall in imports has been much 
greater than in exports. This is due 
to the imposition of quotas on imports. 
Other statistics indicate an improve- 
ment in the economic condition of the 
country. 


=“ 


BRAZIL 


As a result of recent arrangements be- 
tween Brazil and the Treasury of the 
United States, the restrictions herto- 
fore governing foreign exchange have 
been greatly relaxed, thus facilitating 
imports into Brazil. 


10) 
INTERNATIONAL BANKING NOTES 


Savincs BANK oF SouTH AUSTRALIA 
(Adelaide).—R. J. H. Pedler has been 
appointed manager of this bank, suc- 
ceeding Walter Angel who retired after 
49 years of service. H. A. H. Neuen- 
kirchen was appointed accountant. Mr. 


THE 


Pedler, who had been acting manager 
for the past year during the absence 
on leave of Mr. Angel, has been with 
the bank since 1896. Mr. Neuen- 
kirchen, who for the past year has 
been acting accountant, joined the staff 
in 1907. Established in 1848, The Sav- 
ings Bank of South Adelaide is the 
largest financial institution in the State, 
operating 54 branch offices and 365 
agencies throughout South Australia. 


Reports Receivep.—Central Bank of 
India Limited, Bombay; Common- 
wealth Bank of Australia, Sydney, 
N.S. W.; Mitsui Bank, Limited, Tokio, 
Japan. 


“Ir those who insist that banks should 
be forced to increase their credit fa- 
cilities can tell us how this can be done, 
in the absence of willing and credit- 
worthy borrowers, no persuasion, let 
alone force, would be required to in- 
duce banks to comply. They would be 
only too glad to see a keener disposi- 
tion on the part of the public to take 
greater advantage of the credit facilities 
we are anxious to give. 

“This argument on the part of our 
critics is a striking instance of the ne- 
glect which theoretical economists so 
often give to psychological factors. 
Everything may point to the desirability 
of increased loans . . . but the main- 
tenance of cheap money and monetary 
manipulations, and other devices to en- 
courage borrowers and greater spend- 
ing, fail in their object if the public 
refuse to take advantage of the oppor- 
tunities offered to them.”—Lord Ward- 
ington, chairman, Lloyd’s Bank Ltd., 
London. 

© 


THE charge is still made, though not as 
frequently as formerly, that we are in 
some way restricting credit or failing 
to meet all credit needs and that we 


thus hamper full recovery. Much of 
this talk is political and is intended to 
distract attention from the failure of the 
so-called managed economy plans.— 
Philip A. Benson, president, American 
Bankers Association. 
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Rar your Business Extends 


in CANADA .... there 
is the Bank of Montreal 


< 


Through its network in Canada of more than 
500 branches — each of which is in intimate 
contact with the economic life of the particular 
community it serves — the Bank of Montreal 
provides American banks and trust companies 
with unsurpassed banking service throughout 


the Dominion, as well as with sources of val- 


uable business information. 


BANK OF MONTREAL 


Assets over 


NEW YORK AGENCY: 
OFFICE 


CHICAGO : : - 
SAN FRANCISCO OFFICE: - 


Head Office: Montreal 


Established 1817 
< 
64 Wall Street 


27 South La Salle Street 
333 California Street 


Current conditions in Canada 


HE Monthly Letter of the Bank of 

Montreal for April 22 comments 

on Canadian business conditions as 
follows: 

“The political tension in Europe and 
the fact that winter has lingered longer 
than usual have combined to curtail 
the normal expansion of Canadian busi- 
ness at this season. However, a fairly 
satisfactory level of activity has been 
maintained. 

“In March the sales of departmental 
stores were less than 1 per cent. below 
the sales for March, 1938. The 
gold mining industry still prospers but 
there has been some abatement in the 
production of base metals in the first 
quarter of the year and a fall in the 
price of copper is an adverse factor. 
In Eastern Canada the lumber industry 
is still slack; in British Columbia, 
thanks to an improvement in the export 
demand, there has been an increase in 
output. 
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“The newsprint industry is just hold- 
ing its own, output for March being 
220,648 tons as compared with 200,631 
tons in February and 224,604 tons in 
March, 1938. Low prices are still 
handicapping the producers of pulp, 
but they should benefit by the decision 
of the Dominion Government to impose 
a dumping duty intended to prevent 
imports of pulp from the Baltic coun- 
tries from depressing the market. 

“In the manufacturing field there has 
been no material change in the situation 
since the beginning of the year and, on 
the average, factories are operating at 
below 75 per cent. of capacity. No 
industry has shown as much relative 
improvement during the winter as flour 
milling, which in February had a pro- 
duction of 1,037,466 barrels as com- 
pared with 849,228 barrels in February, 
1938. After making a good start for 
the year, .the construction industry 
showed disappointing figures for new 
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contracts in March, their value being 
$9,002,000 as compared with $11,322,- 
000 in February and $10,417,000 in 
March, 1938; the total value of con- 
tracts awarded in the first quarter has 
been $27,586,000 as compared with 
$26,109,000 in the first quarter of 1938, 
a gain of 5.6 per cent. 

“Evidence that capital is moving into 
Canada, and in substantial volume, is 
afforded in the record of international 
security transactions during the opening 
months of this year. Sales of securities 
to purchasers outside of Canada during 
the month of February amounted to 
$28,000,000 as against purchases of 
$18,800,000. The net amount was 
somewhat exceptional in size. 


“Current loans by the chartered 
banks. during February were lower than 
in recent months but were $50,000,000 
higher than in the corresponding month 
of last year. Bank note circulation 
increased from $90,088,000 to $94,361,- 
000 during the month. Debits to in- 
dividual accounts in March amounted 
to $2,428,000,000 as compared with 
$2,370,000,000 in March, 1938.” 


THE April issue of Canadian Business, 
official magazine of the Canadian Cham- 
ber of Commerce, reports a retardation 
of retail trade because of severe winter 
weather and a late spring, postpone- 
ment of much capital expenditure be- 
cause of uncertainty over European 
affairs, and certain readjustments re- 
sulting from tariff schedule changes— 
all of which have placed a check on 
recovery in domestic business. Canada’s 
export trade, however, is pointing de- 
cidedly upward. According to this re- 
port: 


“Canada has been in the happy posi- 
tion of being able to enlarge its share 


of the world’s trade. The increase in 
our exports has been partially due to 
higher wheat shipments and to the bene- 
fits derived from various trade pacts. 
If the present upward trend continues, 
the ‘prospects for domestic business 
should be more encouraging than for 
many years. 

“A quickening in Canadian business 
activity has been retarded by the gen- 


eral apprehension which overhangs the 
whole world. So far, this has supplied 
a well defined ‘ceiling’ to any upward 
movement. Consumer goods have en- 
joyed sharp ‘increases in demand but 
the reluctance of industry to enlarge 
existing facilities for production and to 
engage in new. ventures has prevented 
an incipient expansion in business from 
gathering momentum. On the other 
hand, the expectation of armament 
orders and public works provide a 
‘floor? to an yserious contraction in 
business.” 


REVIEWING general conditions in Can- 
ada, the April issue of the Monthly 
Commercial Letter of the Canadian 
Bank of Commerce, after noting the 
conditions that have adversely affected 
business as a whole finds that agricul- 
tural conditions have generally as- 
sumed a more promising character. 
This improvement includes a_ large 
supply of farm products for marketing 
and the recent strength of the live-stock 
markets.. Mining prospects are favor- 
able, gold showing a heightened activ- 
ity. The lumber industry is flourishing, 
and new construction contracts are well 
above those of the first quarter of last 
year. Industrial activity has remained 
with little change for some time. 
Regarding 
bank reports: 


industrial activity, the 
“The general level of industrial activ- 
ity in Canada, as measured by this 
Bank’s index, has remained virtually 
unchanged from mid-January to mid- 
March, factories and other industrial 
plants continuing to operate at 69 per 
cent. of capacity and at 84 per cent. 
of 1937 activity. There have, however, 
been further changes, partly seasonal, 
among the various manufacturing units 
a further recession in the auto- 
motive trades and continued improve- 
ment in the clothing and textile, and 
the pulp and paper industries. Among 
the food group, there was a rise in flour 
and feed, and a further slight decline 
in meats. Saw-mill activity 
increased slightly but processing be- 
yond this stage (furniture, sashes, 
doors, floorings, etc.) fell off.” 
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CONTEMPORARY MONETARY THEORY. 
Studies of Some Recent Theories of 
Money, Prices and Production. By 
Raymond J. Saulnier. New York: 
Columbia University Press. 1938. 
Pp. 420. $4.00. 


Tue theories of four outstanding re- 
cent writers on monetary and business 
cycle problems are examined by Dr. 
Saulnier, who is instructor in economics 
at Columbia University. The economists 
studied are: R. G. Hawtrey, D. H. Rob- 
ertson, F. A. von Hayek, and J. M. 
Keynes. 

Because it is no longer possible to 
distinguish clearly between monetary 
theory and business cycle theory, the 
problems relevant to both of these 
branches of economic study are dealt 
with as one in this volume. It is like- 
wise impossible to criticize the concepts 
of theory without taking account of the 
proposals for stabilizing economic ac- 
tivity which the various writers have 
advanced. For this reason, the author 
has studied each of the writers con- 
cerned not only with respect to the 
analytical procedures which he utilizes 
but also with respect to his end conclu- 
sions as to appropriate monetary policy. 

In addition to the study of these four 
theories, the author gives a number of 
his own thought-provoking conclusions, 
and an excellent bibliography on money 
and business cycle theory. 


THe New WEsTERN Front. By Stuart 
Chase. New York: Harcourt, Brace & 
Co. 1939. Pp. 196. Paper bound, 
75 cents; cloth, $1.50. 


Tuis book is an effective antidote for a 
case of “war jitters”’—the disease so 
prevalent in America today. 

In what ways does America differ 
from European countries, and how does 
this affect our staying out of war? Is 
America really self-sufficient? Is our 
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foreign trade worth a war? Should we 
play the réle of international police- 
man? 

These and many other questions of 
the day are answered by Mr. Chase in 
an interesting, effective way—and with 
hard facts. Take it easy. Keep your 
powder dry. Don’t be stampeded. These 
are his general suggestions. 


Piain EncuisH. By William Freeman. 
New York: D. Appleton-Century 
Company. 1939. Pp. XIV-189. $1.50. 


Epirep for American readers by 
Blanche Colton Williams, this book was 
written by William Freeman, an Eng- 
lishman and an authority on language. 

It tells, in plain English, just what 
plain English really is, and answers 
many of the questions you have wanted 
to ask about language—not as a “Gram- 
mar,” or a text-book, but rather as a 
useful book for those who wish to speak 
and write English with real understand- 


ing. 


Economic PROBLEMS IN A CHANGING 


Worn. 
associates. 
Rinehart. 
$5.00. 


Written by a brilliant group of Ameri- 
can economists, this book is dedicated 
to the proposition “that our economic 
system is behaving rather badly,” and 
its purpose is “to present and evaluate 
the current state of our actual function- 
ing at certain critical points in the eco- 
nomic system.” 

A sweeping panorama of the new 
economic society that is gradually em- 
erging in America is given—theories 
being related to practical happenings 
and daily events. When prices are dis- 
cussed, the respective réles of competi- 
tion and monopoly are investigated, and 
the function of the Government in at- 


By Willard L. Thorp and 
New York: Farrar & 
1939. Pp. XVHI-320. 
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tempting to regulate in the interest ot 
business and buyers alike. The labor 
scene is outlined in a vivid account of 
the actual rise of the trade unions and 
the political labor movement during the 
last decade. The increasing importance 
of government activity is shown by a 
comprehensive and fair analysis of New 
Deal policies as affecting finance and 
industry, labor, the consumer, public 
utilities and the average citizen. 

The book is divided into seven sec- 
tions. The first, by Corwin D. Edwards, 
deals with Consumer Problems. Theo- 
dore J. Kreps writes the section dealing 
with Price Problems. Management 
Problems are handled by C. L. Jamison 
and by O. W. Blackett. Edward Ber- 
man wrote the Labor Problems section. 
Capital Problems are discussed by 
F. Cyril James. Government Problems 
receive the attention of Arthur E. Burns 
and D. S. Watson. The final section, 
Some Problems of Conflict, is by R. S. 
Winslow. Willard L. Thorp, the editor, 
is Director of Economic Research for 
Dun and Bradstreet, and editor of Dun’s 
Review. 


PoLiticAL HANDBOOK OF THE WORLD. 
Edited by Walter H. Mallory. New 
York: Harper & Brothers. 1939. Pp. 
207. $2.50. 


Tuts book provides, in compact and 
readable form, essential information 
regarding all countries of the world. 

It gives the composition of the gov- 
ernments, the programs of the political 
parties and of their leaders, the political 
affiliations, and the editors of leading 
newspapers and periodicals in each 
country. 

Also included are descriptions of the 
organization and functions of the 
League of Nations, the World Court and 
the International Labor Office. 


Savincs AND Loan Principtes. By 
Morton Bodfish and A. D. Theobald. 
New York: Prentice-Hall, Inc. 1938. 
Pp. XVII-715. $4.00. 

Coverine the history and development 

of the savings and loan association as 

well as practical details of procedure 
under current conditions, this is a com- 


plete textbook on the subject. In addi- 
tion, it presents some theories on super- 
vision which deserve consideration not 
only by savings and loan associations, 
but financial institutions in other fields. 

Thoughtfully theorizing at times, the 
book is, on the whole, a storehouse of 
information about the savings and loan 
association sector of the national finan- 
cial structure. Chapter headings give 
at a glance the wide scope of material: 
Savings and Loan Associations as Finan- 
cial Institutions, The Savings and Loan 
Association as a Corporation, Mortgage 
Loan Service, Documents Used in Real 
Estate Lending, Financial Reports, Col- 
lection Policies and Practices, The Fed- 
eral Home Loan Bank System, Insur- 
ance of Accounts, Taxation and Govern- 
mental Activities. 


THE COMMERCIAL PAPER HOUSE IN THE 
Unitep States. By Albert O. Greef. 
Cambridge, Mass.: Harvard Univer- 
sity Press. 1938. Pp. XXIII-459. 
$5.00. 


Tuts book fills a rather surprising gap 
in financial knowledge and literature. 
As explained in the preface: 

“Open-market dealings in commercial 
paper have been carried on in the 
United States for approximately a cen- 
tury and a half, and dealers in promis- 
sory notes have bought and sold hun- 
dreds of millions of dollars of such 
obligations in the open market each 
year during the greater part of the 
period since the Civil War. But despite 
the fact that the business of buying and 
selling open-market notes is as old as 
commercial banking in this country, 
and attained a position of some impor- 
tance in our financial system more than 
fifty years ago, there is probably no 
financial institution in the United States 
with whose operations the general pub- 
lic is less familiar today than with those 
of the modern commercial paper house. 
Even some commercial bankers, in fact, 
are unaware of the existence in this 
country of the system of financing which 
the operations of dealers in promissory 
notes make possible.” 

The book, which is one of the Har- 


vard Economic Studies, traces the his- 
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tory and development of the commercial 
paper business from its origins in the 
eighteenth century down to the close 
of 1935; gives in detail the organization 
and practical operation of the modern 
commercial paper house, and sets forth 
clearly the economic significance of this 
financial institution which exists only 


in the United States. Considerable field 


investigation in preparation of this book 
was supplemented by correspondence 
with commercial paper dealers and 
bankers in all parts of the country. 


ScuHacutT, HIiTver’s Macician. By Nor- 
bert Muhlen. New York: Alliance 
Book Corporation. 1939. Pp. XVI- 
228. $3.00. 


For over fifteen years enigmatic Dr. 
Hjalmar Schacht has-been a moving 
figure in international finance—often 
referred to as the magician who “pulled 
rabbits out of the financial hat” for 
Germany. 

In this economic biography, Norbert 
Muhlen, European economist and 
author, presents an interesting picture 
of a most difficult subject. He gives not 
only a biography of the man, but an 
account of his miracles of finance, his 
philosophy and theories of money and 
credit. 

In an especially interesting and 
thought-provoking chapter, Mr. Muhlen 
analyzes the results of Schacht’s achieve- 
ments, both from the standpoint of the 
present and the future. 


FuLL RECOVERY OR STAGNATION? By 
Alvin Harvey Hansen. New York: 
Norton & Company. 1938. Pp. 350. 
$3.50. 


DEALING with the problems of cyclical 
fluctuations and full employment of re- 
sources from the long-run point of view, 
this book, written by a Professor of 
Political Economy at Harvard Univer- 
sity, optimistically discusses the ques- 
tion of whether we may expect full re- 
covery or stagnation. 

It is intended to answer such ques- 
tions as: “Is business rapidly develop- 
ing, in the course of the evolution of 
large-scale enterprise, corporate price 
policies of a character that makes the 
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system of free enterprise unworkable?” 
“Was there some stern necessity in the 
inevitable economic reactions to the 
Great Depression which set a ceiling to 
recovery?” 

Beginning with the theoretical back- 
ground of investment, saving and mone- 
tary control, with particular reference 
to the business cycle, Professor Hansen 
follows with a discussion of the main- 
tenance of consumer purchasing power; 
an exposition of international matters. 
including the monetary situation, the 
significance of the Hull trade agree. 
ments, and the economic bases of peace. 
The final section of the book, “The 
Economic Outlook,” gives a clear pic- 
ture of the 1937 recession, the con. 
sequences of reducing expenditures. 
“pump priming” methods, investmen 
outlets and inflation. 


THE KNACK OF SELLING YOURSELF. By: 
James T. Mangan. Chicago: Th: 
Dartnell Corporation. 1938. Pp 
234... $2.50. 


Says the author: “The principles fo 
selling yourself can be isolated, re- 
corded and offered to you in quite th: 
same way as the rules of arithmetic o: 
grammar. It is our aim to give you these 
rules here, to hand you a sort of text- 
book of practical life; the tricks, arti- 
fices and schemes of personal action, the 
magical personal qualities, which secure 
your worldly objectives.” 

This he proceeds ‘to do in an inter- 
esting style. Among the subjects cov- 
ered are: speaking, writing, “putting on 
a front,” approach, diplomacy, per- 
suasiveness. 


MemBeER-BANK Borrowinc. By Robert 
C. Turner. Columbus: Ohio State 
University. 1938. Pp. 243. 


PRESENTED in this study is an extensive 
statistical analysis of the merits of the 
various theories as to the factors under- 
lying rediscounts and advances at the 
Federal Reserve banks. 

The study is an attempt to put to 
objective statistical tests, by techniques 
seldom used in banking research, 
theories of the discounting operations of 
the Federal Reserve System that have 
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been arrived at, very largely, by qualita- 
tive analysis. 

Because of the conflict of opinion as 
to the factors which lead to borrowing 
at the Federal Reserve banks by mem- 
ber banks, and because of the sig- 
nificance of the various methods of con- 
trol practiced and advocated, such an 
objective analysis will be welcomed by 
every serious student of money and 
banking. 


THe Lonpon Money Market. By 
William F. Spalding. London: Pit- 
man & Sons, Ltd. 1938. Pp. XVII- 
277. $3.00. 


THIs is a practical guide to what the 
London Money Market is, where it is, 
and the operations conducted in it. The 
author is a member of the Council of 
the Institute of Bankers, London, and a 
Fellow of the Royal Economic Council. 
The position of the Bank of England, 
money rates, gold reserves, loans and 
advances, bill discounting, and the crea- 
tion of credit are discussed in detail. An 
interesting history of early Roman and 
English markets, and of early Lombard 
Street is given. The transition of the 
goldsmith from money lender to banker 
is clearly traced, the founding and his- 
tory of the Bank of England detailed. 

The effects of the World War and of 
subsequent years on the London Money 
Market are explained, as are also the 
Government Exchange Equalization Ac- 
count, the Short Loan Fund, the English 
Treasury Bill system, and many other 
of the intricacies of Lombard Street. 


CAUSE AND CONTROL OF THE BUSINESS 
Cycte. By E. C. Harwood. Cam- 
bridge, Mass.: American Institute for 
Economic Research. 1939. Pp. 220. 
$2.00. 


THIs is a revised edition of the book, 
under same title, published in 1932. 
‘ Much of it has been rewritten to bring 
it up to date. 

Mr, Harwood, who is the Director of 
the American Institute for Economic 
Research,. believes that the Index 
of Inflation presented in this book, 
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especially if further refined by the use 
of more adequate banking data (which 
can be obtained), offers at least a clue 
to sound banking procedure; and, in 
the light of experience with it during 
the past several years, apparently can 
serve as a useful guide.” 

He recommends application of scien- 
tific methods to the business cycle and 
monetary problem. He feels that such 
methods might best be applied by the 
Federal Reserve Board, but believing 
that it is subject to political pressure, 
he recommends instead an independent 
commission of monetary and _ business 
cycle economists to provide the guid- 
ance needed if we “are to return to a 
sound use of our money-credit mechan- 
ism.” 


THE DETERMINATION AND ADMINISTRA- 
TION OF INDUSTRIAL RELATIONS POLI- 
cies. By Helen Baker. Princeton, 
New Jersey: Princeton University. 


1939. Pp. 74. $1.50. 


UNDERTAKEN to answer such questions 
as: “How are other companies adjust- 
ing their organizations to the deluge 
of industrial relations problems?” this 
study analyzes the personnel policies of 
one hundred companies of varying size 
and type of industry. 

The guiding objective of the study 
has been “to show how and by whom 
policies are determined and adminis- 
tered.” 


THe ABC or THE FEDERAL RESERVE 
System. By Edwin Walter Kem- 
merer. Princeton, New Jersey: Prince- 
ton University Press. 1938. Pp. 292. 
$2.50. 


A ctassic on the Federal Reserve Sys- 
tem for the past two decades, this is the 
eleventh edition, completely revised to 
date. 

Fully explaining the Act and its con- 
sequences in a simple, non-technical 
way, the author discusses the important 
facts behind this legislation and in- 
cludes a survey of the banking legisla- 
tion to date which has affected the 
functioning of the System. 


The effects of the Glass-Steagall Act, 
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the Gold Reserve Act, the Silver Pur- 
chase Act, the Banking Act of 1935 and 
other recent laws upon the System are 
discussed, as are the results of the reor- 
ganization of the System during the 
early years of the depression. 


This volume is the best ready source 
of information on the subject for banker, 
student or average citizen. 


GOVERNMENT Price-Fixinc. By Jules 
Backman. New York: Pitman Pub- 
lishing Corporation. 1938. Pp. 304. 
$3.00. 


THE author, who is an instructor in 
economics at New York University, 
School of Commerce, Accounts and 
Finance, discusses the unpopular sub- 
ject of Government price-fixing in all of 
its manifestations. 


Professor Backman “does not agree 
with those who say ‘let the Government 
do everything,’ ” but believes that there 
is a middle ground. “As society be- 
comes more complex the number of ac- 
tivities undertaken by the Government 
must necessarily increase.” 


In this book he studies the efforts that 
have been made at other times and in 
other places in the way of Government 
price-fixing, also the measures by which 
the New Deal has sought to carry out 
its basic ideas of Government respon- 
sibility for the economic well-being of 
the citizen. 


A final chapter of the book goes be- 
yond any single measure or type to a 
critical analysis of government price- 
fixing in relation to the whole economic, 
social and political scheme, and the 
problems and difficulties involved. 


PAMPHLETS 


INTERNATIONAL TRADE AGREEMENTS. New 
York: The Chase National Bank. 


Compirep as of November 18, 1938, this is 
a bilateral chart showing the current trade 
agreements which influence the transfer of 
funds or exchange of goods among the lead- 
ing countries of the world. It is arranged 
in such convenient form that the observer 
may determine at a glance the chief agree- 
ments existing between any two nations. 
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ADDITIONAL REVIEWS 


Because they will be of especial interest 
to readers of that section, the following 
books are reviewed in the “Advertising and 
Public Relations” section of this issue: 


Pustic Orinion. By William Albig. New 
York: McGraw-Hill. 

Apvertistnc Layout anp TypocrapHy. By 
Eugene de Lopatecki. New York: Ron- 
ald Press. 

Av THE Bar or Pustic Oprnion. By John 
Price Jones and David McLeran Church, 
New York: Inter-River Press. 


BOOKS RECEIVED 


The following books, and others, will ‘e 
reviewed in the June issue of THe Banxruas 
MAGAZINE: 


By Gaetano Mosca. 
1939. Pp. 


Tue Rute Crass. 
New York: McGraw-Hill. 
XLI-514. $4.50. 

Tue British COMMONWEALTH AND TIIE 
Furure. Edited by H. V. Hodson. New 
York: Oxford Univ. Press. 1939. Pp. 
XVI-325. 

How to Sert Your Way Turoveu Lire. by 
Napoleon Hill. Meriden, Conn.: Ralston 
Society. 1939. Pp. 371. $2.00. 

Wuicn Way America? By Lyman Brysen. 
New York: Macmillan. 1939. Pp. 1i3. 
60 cents. 

Men Arounp THE Presipent. By Joseph 
Alsop and Robert Kintner. New York: 
Doubleday, Doran. 1939. Pp. 212. $1.50. 

Tue Sours American Hanppoox. 1939 
Edition. New York: H. W. Wilson Coin- 
pany. 1939. Pp. LX-713. $1.00. 

Democracy Works. By Arthur Garfield 
Hays. New York: Random House. 1939. 
Pp. 334. $3.00. 

Wuy Hitter Came Into Power. By Theo- 
dore Abel. New York: Prentice-Hall. 
1938. Pp. 323. $2.75. 

Tue Last Days oF American Liperty. By 
James E. Clark. New York: Gettinger 
Press. 1939. Pp. XI-239. 

Banxers’ Hanpsook or Bonp INVESTMENT. 
By James W. Wooster, Jr. New York: 
Harper & Brothers. 1939. Pp. 249. $3.00. 

Dynamic THeory oF WEALTH DisTRIBuTioN. 
By Montgomery D. Anderson. Gaines- 
ville, Florida: University of Florida Press. 
1938. Pp. 243. 

SecreTartaL Erriciency. By Frances Avery 
Faunce in collaboration with Frederick G. 
Nichols. New York: McGraw-Hill. Pp. 
XIV-601. $2.75. 

He Opvenep tHE Door or Japan. By Carl ° 
Crow. New York: Harper & Bros. 1939. 
Pp. XVII-275. $3.00. 

Savincs BanKinc 1N New York State. By 
Weldon Welfling. Durham, N. Carolina: 
Duke University Press. 1939. Pp. 29. 
$3.09. 
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“A BIG STEP FORWARD” 


is what bankers say of 


THE BANKERS DIGEST 


of “The Bankers Digest” section in the April issue of 
Tue Bankers Macazine—but, of course, we couldn’t be 
sure until we had heard from our readers. 

Since publication we’ve had letters from well over half of the 
States in the Union, and here’s the verdict: 11 out of 12 are enthu- 
siastic over the Digest; 1 out of every 5 offered a suggestion— 
most of these very helpful, and ones which we'll follow; a number 
of readers timed themselves and found that it took but 30 minutes 
to read the Digest from cover to cover. 

Here are excerpts from some of the letters we have received: 
(these have been arranged in alphabetical order of States they 
came from, and position of writer is noted below each excerpt. 
Letters are on file for reference by interested parties, of course). 


W:« thought we had a good idea when we started publication 


Alabama 


—“... I find it very interesting.” 
—Assistant Vice-President 


Readers Digest, and yet it is even 
better than that for the banker.” 


—bankers’ association officer 


California 


—I am favorably impressed with 
its conciseness, as it makes for more 
ready reading.” 


Arkansas 


—*... I want to say ‘Amen’ to The 
Bankers Digest. With such a vast 
amount of printed and mimeo- 
graphed material crossing the busy ° 

banker’s desk hourly these daye, Connecticut 


something in the nature of a brief —“I like the idea. The only thing 


—President 


or digest of the mass of material 
issued each month would be of the 
greatest help. It was with this feel- 
ing that I have examined with some 
care your Digest. Perhaps it can 
be likened a bit to the very popular 


you will have to be careful about 
is indexing of titles—to be sure 
same subjects in different months 
are under the same descriptive 
heading.” 

—Advertising Manager 





Florida 


—“I am glad some editor has taken 
thought of the busy layman who 
finds it impossible today to read 
all the items published . . . the 
Digest ought to help materially. 


—Assistant Vice-President 


Georgia 


—“TI like your Bankers Digest and 
find it both interesting and in- 
structive.” 

—Advertising Manager 


Illinois 


—‘Both the scope and treatment 
seem to me to be interesting and 
very well handled. The only 
reservation that occurs to me is 
the one that pertains to all ‘digests’ 
—that expresses itself in a mental 
query as to whether the intent of 
the original article has been altered 
in any way in its reduction.” 
Vice-President 


(Note: We check up on ourselves 
regularly —by sending advance 
copies of the digested material to 
the original publication or author 
of the article. In doubtful cases we 
send manuscript for an O’keh be- 
fore setting in type.) 


Kentucky 


—*“(for) adding more to an al- 
ready well assorted monthly budget 
of articles, you are to be congra- 
tulated.” 

—Advertising Manager 


Louisiana 


—“It is filled to the brim with in- 
teresting and constructive material 
boiled down so that the busy man 
can read it almost on the run. Your 
selection of subjects is excellent, 
for you have presented those in 
which bankers are interested right 
now.” 
Vice-President 


Massachusetts 


—*“,... in keeping with the trend 
of the times . . . a smart idea on 
your part . . . appearance might 
be made more distinctive and at- 
tractive by a different type of 
cover... .” 

Vice-President 


—I read it from cover to cover 
and it appealed to me exactly the 
same way as the Readers Digest 
... You are rendering a very 
great service and making it much 
easier to keep up to date in our 
financial reading.” 
—New Business Manager 


Michigan 


—“You have hit on a very good 
idea, doing for bankers what the 
Readers Digest and similar maga- 
zines do for general readers.” 


Vice-President 


Minnesota 


—“One of our troubles today in 
business is that we have so much 
material to read in order to select 
that which is pertinent to our busi- 
ness. I believe your department 
will be a distinct help to bankers 
everywhere.” 


—Assistant Vice-President 


Mississippi 


—“This is one of the best pieces of 
literature that has come to my 
desk . . . In this day and age when 
people have to live in such a rush 
it is impossible for a business man 
to review the many worthwhile 
articles that appear in so many 
publications.” 
Vice-President 


Missouri 


—*... very interesting indeed. It 
certainly appears to be a step for- 
ward in connection with the prog- 
ress of your publication.” 
—Advertising Manager 





Nebraska 


—“Your magazine has the virtue 
of short, well-chosen articles. I 
read it from cover to cover in less 
than 30 minutes time.” 
—President 


New Jersey 


oe 


—*, . . should prove considerably 
helpful to the busy banker whose 
desk is literally flooded with per- 
iodicals and literature.” 


—Business Development Manager 


New York 


“ 


—*. . . a very handy contrivance, 

and therefore to be preferred to 

long-winded banking journals.” 
—Advertising Manager 


North Carolina 


—*T congratulate you on this very 
progressive step . . . The informa- 
tion is presented in concise and 
interesting style, and I am sure 
will prove to be a very worth while 
service.” 

Vice-President 


Ohio 
—“I believe you have something 
in the Bankers Digest which will 
prove of interest to the bank execu- 
tives. Digests of heavy volumes 
seem to be the order of the day and 
I believe your effort in behalf of 
bankers will meet with universal 


success.” 
—Public Relations Director 


—“TIt brings down to a brief sum- 
mary that which the banker wants 
to read. We have in our executive 
family many times commented 
upon the all-too-many surveys, 
services, commentaries and busi- 
ness condition reports that flow 
over our desks, and if one attempts 
to read all of them, time alone 
would prohibit. Further, the many 
and different points of view offered 
make it a problem to centralize 
one’s thinking on any given prob- 


lem. The Digest you are offering 
covers this very well, in my opin- 
ion, and beyond that it treats on 
the various activities in banks in a 
manner that can be well appre- 
ciated by your subscribers.” 
Vice-President 


Oregon 
—I believe you have an idea 
which will be appreciated by a 
great many busy bankers.” 
—a bankers association officer. 


— “Too many magazines print a 
column or so, and then say to turn 
to page 398, and when you want 
this to read later, you have to keep 
the whole mess by you for this pur- 
pose. I like your magazine be- 
cause my desk will hold it, it is 
compact, and the finished article 
is before me. I am not interested 
in everything you printed. Briefs, 
Advertising and Public Relations, 
and Looking Back appeal to me. 
Let me suggest that you adopt the 
policy of refusing absolutely for 
any reason whatsoever to put more 
than 32 pages in an issue. If you 
will promise this and live up to it, 
and make the reading as interest- 
ing as this issue, then there will 
be enough readers to pay the 
a 


—Vice-President and Cashier 


Pennsylvania 
—If the ‘Digest’ could be pub- 
lished in advance of the publica- 
tion dates of the magazines, news- 
papers, and bank reports, it would 
have real value . . . it is my opin- 
ion that there are at present enough 
bank magazines and I see no real 
value in publishing this ‘Digest.’” 
—New Business Manager 


—“The idea and the manner in 
which you are executing it is ex- 
ceptionally good. Certainly, if a 
reader is interested in more detail, 
he will know where to find it and 
from the summary you give will 





have a pretty good idea what the 
article is all about and need not 
read the detail unless it be directly 
interesting to him.” 

—Treasurer 


Rhode Island 


—“The idea has merit. . . . The 
headlines are too heavy... 
the short articles should be in 
one group instead of scattered 
through .. .” 

Vice-President 


South Dakota 


—“No doubt such a Digest should 
be of benefit to some bankers but 
as far as I am personally con- 
cerned, I am not personally inter- 
ested. 

—Executive Vice-President 


Tennessee 


—I have read it from cover to 
cover and you have certainly di- 
gested a mass of material for the 
benefit of your banker readers. . . . 
Wouldn’t it stimulate your banker 
readers if you had one or two 
articles digesting theories being 
advanced by liberals with refer- 
ence to government and finance, 
condensing the reasoning offered 
by the proponents of such theories, 
so that bankers might more readily 
digest the merits and fallacies of 
such theories as are winning favor 
with the public, for it is with these 
that bankers have to deal under 
present conditions?” 
Vice-President 


(Note: Right! We intend to do 
this regularly. See May issue The 
Bankers Digest.) 


Vermont 


— “The latter part of the Digest 
seems to be composed of articles 
which might be of interest to one 
who can afford to neglect his regu- 
lar work. It certainly does not 
contain any information which will 


help us to earn more money and 
that is our principal concern these 
days. I do not feel the publication 
of such a selection will add to the 
value of the Bankers Magazine.” 


—Statistician 
Virginia 
—*As I scanned the list of contents 
my interest was immediately 
aroused and after reading the first 
page I read right through to the 
back page without a break. My 
attention was held throughout and 
all of the material proved highly 
interesting and right down my 
alley. Three of the articles were 
clipped by me and will be put to 
practical use among certain of our 
officers. I think the Digest is swell 
and I congratulate you.” 
—Assistant Cashier 


Washington 


—‘“Any publication which can con- 
dense useful information into a 
small space is definitely of value. 
Particularly in the banking field, 
where anyone who is up and com- 
ing has a multitude of varied in- 
terests and a comparably brief 
time at his disposal to read the 
amount of literature and publica- 
tions that ordinarily come across 
his desk.” 
_—Advertising Manager 


Wisconsin 


—“TIt fits in a man’s pocket and a 
woman’s purse—at least this 
spring’s models—and that assures 
reading beyond odd. moments in 
the day. It should appeal, and I 
believe it will.” 

—Assistant Cashier 


Canada | 
—“T like it... . A Digest is an 
invitation to busy men to open its 
covers and get the news in pre- 
digested form. And they do get 
attention.” 

—Advertising Manager 
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LEGISLATIVE DANGERS 


By R. L. Bunce 


Deputy Superintendent, 
Iowa State Department of Banking 


E must admit that a loose hodge- 
W posse of laws, accompanied by 

laxity in enforcement and observ- 
ance and a lack of uniformity through- 
out the country, contributed to the 
weakening of the system which culmi- 
nated in the collapse experienced in 
1933. 

Numerous and varied statistical sur- 
veys have since been made and in keep- 
ing with the general idea that more uni- 
formity in banking laws and practices 
was desirable, many new laws and regu- 
lations have been developed. Just how 
far this program should go might now 
receive serious consideration. Through 
experience and observation we know 
that a kindly, sympathetic and honest 


effort to be helpful may become a bur- 
den if it is over-done, and can eventu- 
ally defeat its purpose. 

Efforts to create a chain or branch 
banking system in this country, through 
legislation, or the acquisition of owner- 


ship of existing independent locally 
owned banking units, by any small 


‘*It is time that bankers seri- 
ously and frankly discussed the 
growing tendency to circum- 
scribe the industry with regula- 
tory rules, and laws, to an extent 
that may in time eliminate the 
possibility of individual initia- 
tive,’ says Mr. Bunce. 

Having spoken informally at 
a number of recent Iowa bank 
group meetings, Mr. Bunce pre- 
pared, at our request, the ac- 
companying summary of his 
remarks, 


group have uniformly failed up-to-date. 
Might it not be possible, however, to 
accomplish the same end by a steady 
and gradual growth of regulatory meas- 
ures, if the power to enforce is vested 
in the hands of a few individuals? Pos- 
sibly a small select group might do a 
better job of running all the banks in 
the country than the several thousand 
active bank officers are now doing, but 
possibly that small group might use 
the power selfishly or arbitrarily and 
thus eliminate all local control of poli- 
cies without eliminating local owner- 
ship. 

To those of us whose whole business 
lives have been spent in banking and 
who are definitely of the opinion that 
the independent locally owned unit bank 
should continue to operate under the 
present dual system,:the extreme possi- 
bilities are not pleasant to consider. 
Realizing the importance of close co- 
operation between government and 
banks, may I suggest that possibly it is 
time for the bankers themselves to have 
considerably more to do in the prepara- 
tion of any new additional regulatory 
measures. 

Sound regulatory laws are necessary 
and their enforcement must be placed 
in the hands of certain individuals for 
the protection of the strong sound insti- 
tutions against the establishment and 
operation of weak and unsound insti- 
tutions by speculators. and those laws 
and regulations should foster a satisfac- 
tory and profitable operation and the 
growth of sound banks. 


It is my thought that this program 
requires a special effort on the part of 
each bank. Codperation begins at 
home. Join with your county neighbors: 
join in groups of counties; join in the 
State Association. Actively work in 
unison for a uniform program. In this 
manner the combined voice of bankers 
will not only be heard, but will be 
heeded. 
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NATIONAL BANK STOCKS 
ARE ASSESSABLE 


PRESTON DELANO 


Comptroller of the Currency 


HEN the national banking system 

was established, it was provided 

that the shareholders of each na- 
tional bank should be “held individ- 
ually responsible, equally and ratably, 
and not one for another, for all con- 
tracts, debts, and engagements” of the 
bank “to the extent of the amount of 
their stock therein, at the par value 
thereof, in addition to the amount. in- 
vested in such shares.” 

This is the provision which has come 
to be known as the “double liability” 
on national bank stocks. This liability 
cannot become effective until the clos- 
ing of a bank for liquidation. It fur- 
nishes the basis for the assessments fre- 
quently made by the Comptroller 
against shareholders of insolvent na- 
tional banks. 


This so-called “double liability” was 
virtually ended by the Banking Act of 
1935. That Act provided that this ad- 
ditional liability should not be appli- 
cable with respect to shares in national 
banks issued thereafter. Moreover, that 
Act made possible the termination after 
July 1, 1937, of this additional liabil- 
ity on shares then outstanding upon 
appropriate notice of such termination 
being published by the bank. There are 
only a few national banks the double 
liability of whose shares has not been 
terminated. 

A provision of the national banking 
laws which dates back to 1873 provides 
for “assessment upon the shareholders 
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In a recent column, Ward 
Schultz, Financial Editor of the 
Detroit Times, called attention 
to the fact that, despite removal 
of the ‘‘double liability’’ provi- 
sion, national bank stocks are 
still assessable. 

Describing the flood of com- 
ment and questions received 
after publication of this state- 
ment, Mr. Schultz observed: 
‘‘Only now do we realize how 
poorly informed the banking 
fraternity and the general pub- 
lic are on this important point.’’ 

With the thought that bankers 
throughout the country would 
be interested in this question, we 
asked the Comptroller of the 
Currency to prepare a statement 
on the subject. This appears in 
the accompanying columns. 

While it may not be consid- 
ered absolutely necessary to in- 
clude a disclosure of this liabil- 
ity for assessment in the bank’s 
articles or by-laws, some bankers 
feel that this is desirable, since, 
as Mr. Schultz points out: ‘‘A 
misinformed stockholder is no 
asset to any bank.’’ 


pro rata for the amount of capital stock 
held by each.” Whenever the capital 
stock of the national bank “shall have 


433 





‘It is important that persons 
interested in national banking 
associations should understand 
the character of the liability at- 
taching to the ownership of com- 
mon stock issued by such banks. 
Whereas the so-called ‘double’ 
liability imposed upon owners 
of shares of common stock of 
national banks by the provisions 
of Section 5151 of the Revised 
Statutes (U. S. C. Title 12, sec. 
63), and Section 23 of the Fed- 
eral Reserve Act (U. S. C. Title 
12, sec. 64), has been eliminated 
completely with respect to shares 
issued subsequent to June 16, 
1933, the said liability has been 
eliminated with respect to shares 
issued prior to that date only in 
instances where the banks which 
issued the stock have published 
notice of the prospective ter- 
mination of the liability in 
accordance with the provisions 
of Section 304 of the Banking 
Act of 1935 (U. S. C. Title 12, 
sec. 64a). However, the holders 
of all common stock of national 
banks are subject to assessments 
made pursuant to the provisions 
of Section 5205 of the Revised 
Statutes (U. S. C. Title 12, sec. 
55), to restore impairments in 
capital, although such assess- 
ments can be enforced only by 
public sales of the stock owned 
by any shareholders who neglect 
or refuse to pay the assessments. 
It is incorrect, therefore, to de- 
scribe or refer to common stock 
issued by national banking asso- 
ciations either prior or subse- 
quent to June, 1933, as being 
non-assessable.’’ 


become impaired by losses or other- 
wise” this assessment for the restora- 
tion of capital stock to an unimpaired 
position is made by the bank after no- 
tice by the Comptroller of the Cur- 
rency. As to any shareholder who ne- 
glects or refuses, after three months’ 
notice, to pay the assessment, it be- 
comes the duty of the board of directors 
to “cause a sufficient amount of the 
capital stock of such shareholder, or 
shareholders, to be soldat public auc- 
tion . . . to make good the deficiency.” 

This form of assessment upon the 
stock of national banks has been left 
undisturbed. There is a distinction to 
be drawn then between the so-called 
“double liability” on shareholders of 
national banks, collectible after suspen- 
sion for the benefit of depositors and 
other creditors and the assessability o! 
such stock for the restoration of de- 
ficiencies in capital. The “double lia 
bility” exists in the case of only a few 
national banks which have not taken 
the necessary action to terminate such 
liability. On the other hand, all shares 
of national banks are assessable for the 
restoration of capital to an unimpaired 
position. 

While the assessments upon share- 
holders for the benefit of depositors and 
other creditors in a bank which is in 
receivership or liquidation is limited to 
double the amount of stock held (that 
is, the shareholder loses his stock and 
can be required to pay in addition the 
par value thereof), there can, theoretic- 
ally, be no limit to the liability for 
assessment resulting from capital im- 
pairment. If the holder of national 
bank stock chooses to retain his stock 
and pay the assessments, successive im- 
pairments over a period of years might 
result in successive assessments in ex- 
cess of the value of his shares. If, how- 
ever, he refuses to pay the assessment 
and the board of directors of the bank 
sells his stock at public auction, any 
excess over the assessment must be re- 
turned to him. Such assessment cannot 
he collected other than by a sale of the 
stock as aforementioned. 
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LOANS TO SMALL BUSINESS 


From the American Forum of the Air 


Senator Mead: 


All of the information now at hand 
convinces me that the major disturbance 
to the prosperity of small enterprise 
is caused by lack of available capital 
and advances of credit. Credit needs 
must be satisfied, and if credit is not 
loosened we have every right to fear a 
‘ontinued financial malnutrition that 
strikes at the very heart of our nation’s 
economy. 

Since existing private and public 
loaning agencies seem incapable of 
coping with the necessaray credit and 
capital requirements of the small busi- 
nessman — even though deposits are 
reaching a record high and our banks 
are bursting with idle money—it is up 
to Congress to find a solution to the 
problem. 

Representative Allen of Pennsylvania 
and myself are jointly sponsoring a 
measure which would provide for Gov- 
ernment insurance of industrial loans 
made by banks. This bill would have 
the RFC insure banks against losses 
they might sustain in extending loans 
to business for the increase of produc- 
tion, the expansion of operation or the 
modernization of plants. 

Another attractive proposal has been 
advanced by Senator Pepper of Florida, 
who would establish Regional Indus- 
trial Credit banks to furnish additional 
direct credit and capital facilities for 
business purposes. Senator Logan of 
Kentucky is likewise sponsoring legis- 
lation for the establishment of Inter- 
mediate Credit Banks to make industrial 
loans. -Representative Allen and my- 
self are developing still another meas- 


The accompanying article is 
condensed from a recent Mutual 
Broadcasting System forum, 
presenting Senator James M. 
Mead of New York, Congress- 
men Robert Luce and Charles 
L. Gifford, both of Massachu- 
setts, and others in a discussion 
of the credit needs of small busi- 
ness today. 


ure which would provide for the or- 
ganization of bank affiliates, expressly 
set up to extend loans to industry. 
These are some of the legislative sug- 
gestions that are being made to assist 
business in the United States. They 
demonstrate that Congress is becoming 
vitally concerned with the provision 
of more adequate credit facilities for 
small business. 


Congressman Luce 


There should be no more of such 
activities unless there be demonstrated 
great need thereof in fields not now 
covered by private enterprise. It is 
time to stop experimenting by Govern- 
ment activities. Surely we have had 
enough of that in the last six years. 
We should now give established in- 
stitutions a chance to see what they can 
do if left alone. 
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The very essence of capital- 
ism, as I see it, is expansion and 
increased production, adven- 
tures into new and perhaps un- 
tried fields. With this expansion 
is bound to come employment, 
and with employment a demand 
for goods. The result of legis- 
lation of this kind, in my opin- 
ion, would have a cumulative 
effect. It is entirely compatible 
with the fundamental rules and 
theory of capitalism as we have 
studied it, and with this expan- 
sion, this increased demand for 
products, this increased employ- 
ment, if we could break this 
capital logjam there would be 
an increased era of prosperity, 
as I view it, and with this in- 
creased era of prosperity I be- 
lieve that these business men 
could look forward to reasonable 
profits, and I believe that in this 
period of expansion they could 
shoulder the increased burden. 


U. S. Representative Robert 
G. Allen, of Pennsylvania. 


We have loaned on first and 
second mortgages, made seed 
loans, crop production loans, and 
guaranteed prices. With the 
loose billions and loans to cotton 
and other great agricultural 
products, we have given the 
RFC power to loan to railroads, 
banks, insurance companies. We 
have set up housing conditions 
with the FHA, the U. S. Hous- 
ing Authority, and so many of 
these alphabetical things that 
you can’t possibly remember 
them or recite them, and now if 
we go into industry and all this 
sort of thing, I want to warn 
that the time will soon come, if 
it hasn’t already come, when this 
Government of ours will be a 
glorified pawnshop. 

U. S. Representative Charles 
L. Gifford, of Massachusetts. 


In a report of seven years of ex- 
perience with lending to help recovery, 
the Chairman of the RFC says that it 
will probably have a_ substantially 
larger percentage of losses from indus- 
trial loans than from any other class. 
Forty-six of these, representing loans 
in the aggregate amount of $3,009,092 
have already been foreclosed and the 
security reduced to possession. Five 
hundred and forty-three loans to busi- 
ness, aggregating $21,427,000 are in 
default, and sixty, aggregating $3,588,- 
000 are in process of foreclosure, 
usually after several extensions and 
supplemental loans. This should show 
why the officials who handle ° your 
money have to be cautious. 

It is not true that the little fellow 
needing credit has been overlooked. 
The RFC still has nearly $150,000,000 
available to lend to business enter 
prises. In the last twelve months loan- 
to them have in half the cases bee: 
for $5,000 or less. Of all the loan: 
made to business by the RFC, fifty 
three per cent., a little more than half 
have been for $10,000 or less. All tol: 
nearly $450,000,000 has been lent to 
business. With plenty of money lefi. 
why ask for more legislation? 


What small business needs most is 
not to borrow money but to be allowed 
to make money. Its burden of taxes is 
the chief obstacle. The business in 
which I am concerned has had that 
burden increased five-fold in four years. 
Yet Congress hesitates to relieve it by so 
much as a dollar, and the total of 
appropriations this year will be larger 
than ever before. 

Viewing this proposal (Senator 
Mead’s proposal providing for Govern- 
ment insurance of industrial loans made 
by banks) in its broadest aspects, we 
find it to be akin to a large group of 
proposals that through the last six years 
have been resorted to for the relief of 
suffering and the restoration of pros- 
perity. This is called a paternal form 
of Government. It may seem to be of 
itself a harmless step, but it weakens 
by that much self-reliance. Proclaimed 
as emergency palliative, it is neverthe- 
less a drug that ends with fatality. 
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A CENTRAL BANK 
OF THE AMERICAS? 


By A. A. Berte, Jr. 


From The Yale Review, Spring, 1939 


N many cases we could, through the 
judicious investment of capital, be 
of very real assistance to our south- 

ern neighbors, though plainly the basis 
worked out in the after-war days is 
no longer sound. The American in- 
vestor ought not to be asked to assume 
the risk that his foreign credit will re- 
main unpaid. If the investment of 
long-term capital is to be used as part 
of our South American economic 
policy, it must be done in the name 
of the country as a whole, and the ulti- 
mate risk must fall on the national 


resources. 
South American countries today look 


to us for credits. Some of them do 
so with unhappy memories. The Co- 
lombian Government, for instance, re- 
members that its Minister of Finance 
came to the United States in 1930 to 
urge American banks with loans out- 
standing in Colombia not to call those 
loans so suddenly as to paralyze the 
country. The American banks were 
then beginning to be under pressure; 
from their point of view, the only 
practical policy was to make themselves 
as liquid as possible, their Colombian 
loans were actually called, and the 
ensuing deflation hit Colombia very 
hard indeed. Could it not be, a Co- 
lombian would ask you today, that 
ihe American credit system could be 
so reset as to make repetition of that 
incident unnecessary ? 

Other governments, remembering the 
lavishness with which loans were ac- 
corded them by private banking houses 
fifteen years ago, and realizing that 
they still need long-term credits, will 
try to find a way of building up the 
capital investment in their country with- 


In the article ‘‘After Lima,’’ 
in the Spring, 1939, ‘‘Yale Re- 
view,’’ A. A. Berle, Jr., former 
Assistant Secretary of State, 
gives an account of the Lima 
Pan-American conference, which 
he attended. By special permis- 
sion, the accompanying quota- 
tions—which are of especial in- 
terest to bankers—are made 
from this article. 


out being involved in the excesses of 
the inflationary arrangement. As the 
recognized financial leaders on the con- 
tinent, we are faced with technical 
problems the solution of which it must 
rest with us to find. 

I venture to state here a dream which 
probably will not be realized for a 
long time. My own feeling is that the 
trade relations of this hemisphere are 
becoming sufficiently close so that we 
ourselves will have to evolve, in co- 
operation with our neighbors, a bank- 
ing and exchange system common to 
a very large part of the hemisphere. 
This is not the time or place to try to 
give form to that dream; but it is con- 
ceivable that there might be a central 
bank of the Americas, with credit- 
creating facilities based on the Ameri- 
can dollar, isolated from undue fluctua- 
tions by appropriate contact with our 
own Federal Reserve System, and so 
handled that credits in reasonable 
amounts both of long and short term, 
might be available where they were 
needed against appropriate safeguards, 
so that the immediate shock of eco- 
nomic fluctuation should not be a con- 
tinuous danger to the commercial and 
political stability of Latin America. 
My belief is that this is practicable, 
though naturally far away. 
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SPLIT RATE 


By Irvin Bussinc 
Director of Research 
Savings Banks Trust Company, New York 


NSTEAD of refusing or limiting sav- 
l ings deposits too drastically, what 
is the possibility of taking them on 

a split rate? 

Could you take deposits at one per 
cent. today? You would not have to 
begin paying the 3 per cent. or the 214 
per cent.—or whatever split rate plan 
you select—for five years or some such 
period. 

Let us experiment with a rate of 3 
per cent. on the undisturbed balance 
for five years, and 1 per cent. on the 
differential; also with 214 per cent. and 
1 per cent.; and with 2 per cent. and 1 
per cent. 


Analysis Results 


We have finished an analysis of the 
cost of a split rate in several institu- 
tions. One of the banks has been in the 
same place for more than three-quarters 
of a century in an old community, and 
consequently a large proportion of its 
deposit liability is in a relatively few 
large accounts; it is not getting new 
money. 


Dr. Bussing suggests a split 
rate interest plan, in this article 
which is briefed from a portion 
of a recent address. 


By this plan, consistent savers 
would be rewarded, ‘‘nuisance 
accounts’? discouraged, and 
costly activity on savings ac- 
counts reduced. 


ON SAVINGS 


The cost of a split rate of 3 per cent. 
and 1 per cent. to that bank would be 
about 14 per cent. more than the cost 
of a flat 2 per cent. rate at the present 
time. A split rate of 24% per cent. and 
1 per cent. would increase the cost only 
1.4 per cent., a nominal amount. 


Higher Activity Analysis 


This bank has a branch, located in 
a retail neighborhood. Our findings so 
far indicate that if a bank is located 
in a retail neighborhood it is likely to 
have a higher percentage of activity 
than one located elsewhere. 

In this branch office, a split rate of 
3 per cent. and 1 per cent. would cost 
about 10 per cent. -more, and a split 
rate of 214 per cent. and 1 per cent. 
would cost 4.5 per cent. Jess than a flat 
rate of 2 per cent. 

Another bank analyzed on this basis. 
one of the most rapidly growing banks 
in the state, with a lot of new money 
coming in, has found that the cost of a 
split rate of 3 per cent. and 1 per cent. 
would reduce the cost to that bank 16 
per cent. 


Deposit Behavior 


The institution of a split rate will 
probably affect the behavior of deposits. 
An effort will be made to keep balances 
up. But that is what you want. You 
are trying to reduce activity, and this 
is one way of accomplishing it. 

If, by reducing the activity, we in- 
crease materially the amount of the 
undisturbed balance, then of course it 
may be necessary to readjust the rate. 
but I see nothing wrong with that. 


Another Method 


Some feel that the split rate is a 
little complicated and hard to explain 
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to customers. Therefore we are con- 
sidering another plan. The depositor 
would set out to accumulate a thousand 
dollars or so, and on this money the 
bank would pay the current rate of 
dividend, whatever that may be—we 
will say 2 per cent. It will reserve 
currently a differential of a half of one 
per cent., or 1 per cent., whatever the 
bank can afford to pay. 

If the depositor fulfills his objective 
and reaches a thousand-dollar goal, 
the reserve dividends will be credited 


to the account and the full amount 


would be made available to him. He 
may be given the privilege also of 
withdrawing the funds serially, as the 
account is built up. 

Serial maturity of this type of ac- 
count would correspond to that of the 
U. S. savings bond, and it is conceiv- 
able that if we institute a system of 
split rates we might also institute an 
accumulation type of account. It, of 
course, likewise would reduce activity, 
and in the long run should reflect itself 
in increasing net earnings for deposi- 
tors. 


INTERNATIONAL DEPENDENCE 


By Tuomas J. Watson 


President, 
International Chamber of Commerce 


S an outstanding example of our 
dependence on other nations, I cite 
the automobile, which is an Ameri- 

can made car, but 57 countries provide 
materials which we cannot supply in 
the United States, and without which 
we could not produce the car. The 
manufacture of steel requires the im- 
porting of 40 different commodities 
from 57 countries outside the United 
States. 

We would require a great deal of 
adjustment in order to feed our people 
if we did not have tin cans, and we do 
not produce any tin in the United 
States. We do not produce any coffee, 
but we consume over 40 per cent. of 
the world’s production of coffee. With 
all the resources of the United States, 
the facts are that many of our manu- 
facturing industries would have to come 
to a complete stop if our imports were 
cut off. . 

On account of our dependence on 
imports, in order to keep our people 
employed and maintain and increase 
our standards of living, we should all 
take a very deep interest in exports, 
and our working people and the gen- 
eral public should all be interested, 
because they are all affected by our 
foreign trade. 

You might ask why a workman in a 


typewriter factory should be interested 
in foreign trade. It is because 40 per 
cent. of our typewriters are sold out- 
side of the United States. Twenty-four 
per cent. of our agricultural imple- 
ments are sold abroad, 28 per cent. of 
office appliances, 17 per cent. of indus- 
trial machinery, and 25 per cent. of our 
sewing machines——The Merchants As- 
sociation of New York. 


© 


DECLINE IN INDUSTRIAL 
PRODUCTION 


AFTER a continuous expansion in in- 
dustrial production, at an annual aver- 
age rate of 814 per cent., such produc- 
tion for 1938 declined by about 6.4 per 
cent. as compared with 1937. 


— 


DEPLETING THE PUBLIC STOCK 


THE prosperity of a people is pro- 
portionate to the number of hands and 
minds usefully employed. . . . What- 
ever body and whatever society wastes 
more than it acquires, must gradually 
decay; and every being that continues 
to be fed, and ceases to labor, takes 
something from the public stock.— 
Dr. Samuel Johnson. 


THE BANKERS MAGAZINE for May, 1939 





AVERAGE BUSINESS HAZARDS 


By HerBert V. PRocHNow 
Assistant Vice-President First National Bank, Chicago 


AY we emphasize just a few es- 
sential facts regarding our cus- 
tomers’ businesses in connection 

with which the banker has the definite 
responsibility of being fully informed: 

(1) Unbelievable as it may seem, 
two out of every five corporations, or 
40 per cent., fail to show a profit each 
year even in the peak years of the boom 
such as we had in 1928 and 1929. For 
a period of 14 years, from 1919 to 
1932, covering both boom and depres- 
sion, net profit on sales for 85,000 
business corporations was only 3.62 per 
cent. The average net profit on the net 
worth for the 9 years from 1924 to 
1932 was only 3.95 per cent. For 14 
years from 1919 to 1932, 46 per cent. 
of an average of 85,000 corporations 
reporting to the Treasury Department 
were operated at a loss; 54 per cent. 
operated at a profit. So narrow is the 


margin between success and failure in 
business among your customers. 

In the 10 to 15 years prior to the 
beginning of the depression about 60 
per cent. of our active corporations 
earned profits; the remainder suffered 


losses. Since 1930 the number of 
profitable corporations has declined to 
about 30 per cent., or three out of ten. 
For eight years, then, by far the major 
proportion of our corporations have 
been operating at a loss, and, in addi- 
tion, the earnings of those concerns 


In this article, which is con- 
densed from a portion of a 
recent address, Mr. Prochnow 
points out a few of the essential 
facts regarding customers’ busi- 
nesses with which the banker 
should be familiar, and sets 
forth average business hazard 
figures from various analyses. 


having a profit are only about 80 per 
cent. of what they were formerly. Con- 
sequently, the chance of succeeding in 
business is only half of what it formerly 
was, and the returns in the 30 per cent. 
of the businesses that have profits have 
declined on an average of 20 per cent. 

In an analysis of several thousand 
businesses, statistics showed that the 
average life of a manufacturing busi- 
ness was 7 years and of a retail store 
7.1 years. Practically every business 
studied in this analysis died within 30 
or 40 years. In another study it was 
found that in a certain city there had 
been established in 10 years, 5,766 new 
grocery stores, 415 shoe stores, 369 
drug stores, and 205 hardware stores. 
Within 10 years 72 per cent. of the 
drug stores were out of business, 79 
per cent. of the shoe stores had been 
eliminated, 87 per cent. of the hardware 
stores and 95 per cent. of the grocery 
stores had disappeared. It is estimated 
that the average business customer 0! 
yours will last about 66 months. A 
western banker made an analysis of his 
community and found that 100 per cent. 
of his merchants go out of business 
every 7 years; in his community there 
is also a 100 per cent. mortality rate 
among the automobile dealers each 4 
years, and a 100 per cent. mortality 
rate among farmers every 10 years. 

In a study recently appearing in the 
American Economic Review, a report 
was made on the length of life of bus- 
nesses established in an Eastern city 
over eighty-two years. Of 4.998 retail 
establishments, 29.6 per cent. lasted 
only one year, 14.2 per cent. lasted 
only two years and 9.4 per cent. only 
three years. In other words, over 53 
per cent. were out of business within 
three years. Of 7,786 businesses of all 
kinds established during seventy-two 
years, less than one in ten lasted more 
than twenty years. 
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SURVEY 


A condensation of recent studies on various phases of banking, finance and 
economics issued by banks, investment houses, business associations, Govern- 
ment bureaus and other organizations. 


EARNINGS OF FINANCIAL CORPORATIONS 
National City Bank of New York, Monthly Report 


ARNINGS of most of the repre- 

sentative commercial banks, insur- 

ance companies, investment com- 
panies and sales finance companies 
shown in the tabulation below were 
moderately lower in 1938 than in 1937. 
Principal factors accounting for the 
decrease in net income were the de- 
creased demand for commercial and 
secured loans from the banks, decreased 
net premium income by the fire and 
casualty insurance companies and de- 
creased purchases of retail and whole- 
sale notes and accounts receivable by 


Net Profits 


Years 

1937 
$187,546 
81,886 
95,857 


72,352 


No. Industrial Group 


73 Commercial banks 

74 Insurance companies (e) 

79 Investmentcompanies (f) ... 
31 Sales finance companies .... 
39 Real estate companies 


1938 
$176,113 
75,058 
39,478 
54,916 
D-457 


the sales finance companies. There 
were further declines in interest rates 
on some types of loans, lower interest 
yields from United States Government 
and other bonds and reduced dividends 
from stocks. 

In the tabulation given for financial 
companies, the net income as reported 
does not include such charge-offs and 
recoveries on loans, or profits and 
losses on investments sold as were car- 
ried directly to surplus or reserves, nor 
the changes in market value of port- 
folios. 


Net Worth 


January 1 Return 
1937 1938 1937 1938 
$2,232,797 $2,276,098 8.4 ¥.7 
940,721 803,067 3 9. 
1,390,066 1,246,632 8 3. 
405,040 433,404 ‘ 12. 
137,485 138,045 


Per Cent. 
Cent. 
Change 





296 Total finance $436,977 


D—Deficit. (e) Fire and casualty. 
dividends and rents earned. (f) 


$345,108 





—21.0 $5,106,109 $4,897,246 8.6 7.0 


Figures represent underwriting gain, and net interest, 
Net income shown as reported, 


not including such profits or 


losses on investments sold as were carried directly to surplus or reserve, nor changes in market 


value of portfolios. 


GOVERNMENT SPENDING 


From “Forum” Magazine 


Under the title “Government Spending: 
Success or Failure?” the April issue of 
Forum magazine presents two interesting 
points of view—that of David Cushman 
Covle, and that of J. George Frederick. 
Kxcerpts from these views follow. 


David Cushman Coyle: 


We cannot escape the facts of tech- 
nology. Industry can never absorb the 
large amount of capital that individuals 
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and corporations can easily save. The 
amount of capital that can be profitably 
used is also limited, as the Brookings 
reports have pointed out, by the amount 
of spending. The more we spend to 
buy the products of business, the more 
capital business can carry. But the 
amount of new capital needed for any 
given level ef production is growing 
less as technology advances.. We shall 
necessarily work under these conditions, 
because we cannot go back and wipe 
out the new technology. 

A sensible program would seem to 
be based on useful recirculation of 
money. Let us encourage as much pri- 
vate investment as industry can take 
without letting off an_ intolerable 
amount of bankruptcy and capital loss. 
But let us not fool ourselves into think- 
ing that private industry can safely re- 
distribute unlimited amounts of capi- 
tal. The excess has to be disposed of 
in some way. To avoid disposing of it 
by phony investment or by militarism, 
the soundest method seems to be to take 
it by taxation and use it for conserva- 
tion ‘and building up of national re- 
sources. Experience shows that public 
spending for constructive purposes not 
only creates prosperity but also adds 
largely to the material and human 
strength of the nation. ; 


Experience shows that each dollar 
spent by the Government adds about 
$2.50 to the income of the people. . The 
people can therefore afford to pay the 
costs of prosperity out of the proceeds. 
The debt burden built up in the early 
stages of our spending program is small 
compared with the $400,000,000,000 
of business liabilities in 1929. The 
Government has an excellent chance 
to collect taxes enough to carry its debt. 
It has a chance to set up a permanent 
prosperity, a chance impossible under 
the debt burdens of “normalcy.” 

Everyone is in favor of soil conserva- 
tion, because the need for it is well 
recognized. The needs for useful 
public works, for reforestation, for 
better rural schools, for public health, 
for old-age security will also be ac- 
cepted as realities when the public 
knows more about them. Our country 
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has been seriously neglected at many 
points. We ought to begin taking 
care of it. We can put money in circu- 
lation, by spending it for this purpose, 
without the unsound features of nor- 
malcy or the dangerous features of 
fascism. 


J. George Frederick: 


The contention that technological ad- 
vance has resulted in greatly reducing 
the need for capital is not borne out 
by the facts . There is quite a pro- 
digious potential field for capital await- 
ing fully healed mental attitudes and a 
realistic acceptance of the new public 
point of view. Modern industry de- 
mands, for technological excellence, an 
increased—not a decreased—volume of 
capital investment per worker. In a 
great mechanized plant like Ford’s this 
figure is close to $10,000. 

One of the very promising factors at 
present is the existence of a great body 
of new technological ideas and inven- 
tions which have not yet been generally 
applied because the application will in- 
volve capital outlay and because, un- 
der the circumstances which have pre- 
vailed since 1929, capital outlay has 
been discouraged. With a more virile. 
less politically frightened and _ non- 
co-operative attitude, there could come 
a great advance in industrial rehabilita- 
tion. There are signs that this is now 
emerging. 

The quick recovery of 1920-23 was 
accomplished, without benefit of pump 
priming, by increased efficiency, im- 
proved methods, and the increasing 
application of capital to industry and 
the same principles, applied with equal 
vigor to our situation today, will pro- 
duce the same results. 

The economic morale required in 
high business positions can be devel- 
oped, in this impasse, only by the more 
able leaders of business, who realize 
that the shortest cut to less public 
spending and deficit making is an arm- 
istice with the new militant spirit of 
the public in the political saddle. Bil- 
lions of public spending will not be a= 
strong a makeweight as this, for a rapid 
forward pace. 
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PRICES AND BUSINESS RECOVERY 


GUARANTY SURVEY 
Guaranty Trust Company of New York 


AGLANCE at business and economic 

developments in recent years shows 
that many factors other than “con- 
centration of economic power” have 
tended to interfere with the price 
elasticity that is apparently regarded 
as desirable. Some of these factors are 
governmental in origin. 

Both Federal and state governments 
have enacted laws to prevent economies 
inherent in chain store operation from 
being realized and to permit manufac- 
turers to fix the resale prices of their 
products. In some of the natural re- 
source industries, direct efforts have 
been made to restrict output and sup- 
port prices by law. é 

In agriculture, public policy has 
aimed at output restriction and price 
maintenance—that is, at the very “con- 
centration of economic power” that is 
complained of in some branches of in- 
dustry. In view of the acute effects 
of the depression on farm prices, this 
aim may have been justified. The prac- 
tical effects of the policy, however, 
have left a great deal to be desired. 
Farm prices are still 23 per cent. be- 
low their pre-war relation to the prices 
of the commodities that farmers buy; 
yet regulation of price and supply has 
resulted in the loss of a large part of 


the foreign market for some of our 
farm products, particularly cotton. 


Costs the Vital Problem 


In most sections of the industrial 
field, competition still appears to be a 
very potent force. The tendency of 
industrial output to respond promptly 
to variations in demand is probably 
due more largely to the progress that 
has been made in gauging markets 
than to a growth of monopolistic con- 
trol, and it is an open question whether 
this prompt adjustment of supply is 
not more desirable from a broad eco- 
nomic point of view than a slower 
adjustment resulting in over-production 
and drastic price recession. As far as 
prices themselves are concerned, busi- 
ness men generally would gladly ex- 
pand the markets for their products 
by reducing prices if they could do so 
without wiping out their profit margins. 

In the final analysis, the problem 
of prices, in so far as it is related to 
business recovery, is largely a problem 
of costs. Competition that tends to 
reduce or hold down prices can be 
blocked by unyielding cost factors. If 
costs can be reduced, both prices and 
production can be relied upon to re- 
spond. 


WHO’S HOLDING UP PROSPERITY? 


“Fortune” Magazine Survey 


The public believes leaders and the New 
Deal are almost equally at fault for holding 
up the return of prosperity. This state of 
public opinion is revealed by the latest 
Survey in the April issue of Fortune mag- 
azine, using the same scientific procedure 
that enabled Fortune to forecast within 1 
per cent. Mr. Roosevelt’s actual 1936 ma- 
jority. Excerpts from the Survey follow. 


THE Survey asked: “Which of the fol- 
lowing do you think is the main thing 
now holding back greater prosperity 
in this country?” 

The replies were: 


Per cent. 


Business leaders 
New Deal 
Labor 

Events abroad 
Don’t know 


No. 1 obstacle to prosperity seems, in 
the public mind, to be the attitude of 
leaders of business themselves. If these 
would take heart and settle down to 
business, according to a quarter of the 
population, all would presumably be 
well. 
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But nearly another quarter of the 
people blame the New Deal for holding 
things up. Still another minority 
blames labor, which has not yet settled 
its internal differences. And 11.1 per 
cent., perhaps the saddest of all, see the 
trouble coming from across the waters, 


Say the Administration should 


Continue with more reforms along same lines... ... 2.8 
Make necessary improvements but try nothing new 29.1 
Let conservatives undo damage already done 


Don’t know 


where we have no chance of doing any- 
thing about it. 

But opinion, and the lack of it, is so 
thorough scattered that there is really 
no whipping boy for the lingering de- 
pression. In no class, no occupation, 
no part of the country is there a ma- 
jority of people blaming any one of 
the elements as chiefly responsible for 
business conditions. 


Another cross tabulation brings to 
light relationships that are perhaps 
even more significant. This is the way 
the groups having the four different 
interpretations of the continuing de- 
pression divide on the question of what 
the Government should do between now 
and 1940: 

People blaming delayed prosperity upon 

The Leaders of Events 

New Deal _ business abroad 


28.8 23.5 
49.3 48.7 
12.1 17.3 
5.7 9.8 10.5 
Thus the bulk of the people who find 
the New Deal at fault are, quite con- 
sistently, in favor of repealing some of 
the New Deal so that the nation may 
go ahead. The others, however, no 
matter what they think is wrong, are 
mainly for letting things stand about 
as they are, neither extending nor re- 
pealing reforms. 


Labor 
19.8 

* 41.6 
28.1 
10.5 


THE PROBLEM OF BIG BUSINESS 


CORPORATION SURVEY COMMITTEE 
The Twentieth Century Fund, New York 


(Representing a digest of the conclusions 
the Committee has reached after a three- 
year effort “to determine the place, and the 
economic and social effects, of large cor- 
porations in the United States,’ the Twen- 
tieth Century Fund has issued A Memoran- 
dum on the Problem of Big Business (35 
pages, 25 cents). The following is excerpted 
from this memorandum.) 


We have not been able to get any 
conclusive figures on whether big busi- 
ness is playing a larger or smaller 
role in American life as the years pass. 
In some branches of industry—exclud- 
ing banking—the giant companies have 
probably reached their peak and are 
no longer growing in relation to the 
smaller concerns. We do know that 
of individual manufacturing plants, 
those employing more than one thou- 
sand workers increased greatly between 
1909 and 1919, but lost ground in the 
following decade. In 1919 they em- 
ployed 27 per cent. of all the wage 
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workers; ten years later, only 24 per 
cent. 

The recent trend in banking, how- 
ever, has been the other way. From 
the year 1920 to 1931, for example, 
the proportion of total loans and in- 
vestments held by the twenty largest 
banks in the United States grew stead- 
ily from 15 to 27 per cent. Data on 
deposits indicate that the largest banks 
continued to improve their relative po- 
sition after that year. In 1930, the 
twenty-five biggest institutions held 30 
per cent. of the deposits of all banks 
in the United States, exclusive of 
mutual savings banks. By 1935 their 
proportion had risen to 38 per cent.—a 
gain of more than one-fourth. . . . 

It is impossible for us on the basis 
of our investigation to say now whether 
the giant corporation is, on the whole. 
either “good” or “bad” economically. 
This leads us to the only positive rec- 
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ommendation which the Committee can 
make for public policy: until we know 
much more than we do now about the 
effects of big business, penalties— 
legislative or otherwise—should not be 
placed upon business merely because of 
its size unless clearly justified by the 
evidence. The converse of this is also 


sound. We do not yet know enough to 
say that small business is better or 
worse than big business—merely be- 
cause of its size. Subsidies or other 
favors based on small size are, we be- 
lieve, unwise in the present state of 
our knowledge. 


DEFAULTED SOUTH AMERICAN BONDS 


Poor’s Bond Advisory Service 


T is conjectural whether or not the 

recent agre2ment with Brazil, with 

its promise of some payments on 
Brazilian dollar bonds, is the forerun- 
ner of similar agreements with other 
South American countries. 

Unfavorable to the prospect of better 
ireatment are German and Italian trade 
penetration in South American coun- 
tries, and the accompanying smaller 
amounts of dollar exchange available 
for service on dollar bonds. 

On the other hand, the Brazilian- 
United States agreement suggests that 
in dealing with South American coun- 


tries the United States may show a 
vreater tendency to protect American 
holders of foreign dollar bonds. 

At some time in the indefinite future 
defaulted South American bonds as a 
class will undoubtedly sell substantially 


above current levels. When larger 
amounts of dollar bonds have been re- 


patriated, and the obligor South Ameri- 
can countries again wish to tap the 
world’s capital markets for develop- 
mental purposes, good compromise 
offers on the remaining debt will un- 
doubtedly be made to pave the way for 
the new financing. However, a greater 
willingness to pay, along with an im- 
proved ability to pay, will have to 
precede such settlements. 

The defaulted bonds of South 
American countries must be considered 
radical speculations. While banks and 
institutional investors (who cannot 
switch from one speculative issue to 
another speculative issue) are undoubt- 
edly justified in retaining present 
commitments in defaulted South Ameri- 
can issues for the long pull, most de- 
faulted South American bonds held by 
individual investors, in our opinion, 
should be switched into domestic de- 
faulted rail issues or domestic equities. 


THE BUSINESS OUTLOOK 
Selected Reports 


The Cleveland Trust Company— 
Monthly Bulletin 


Last spring the physical volume of 
industrial production was more than 
12 per cent. below its computed normal 
level, but by the end of 1938 that de- 
ficiency had been nearly cut in two, 
and the volume in December was only 
21.8 per cent below normal. Since 
then there has been a slow but con- 
tinuous decrease, and the preliminary 
estimate for March shows production 
as being 27.4 per cent. below normal. 


THE 


The decline from February to March 
was a very small one. 

Responsibility for the shrinkages 
which have taken place in the volume 
of industrial production since the close 
of last year must be assigned to the 
outputs of durable goods, and chiefly 
to the decreased volumes of iron and 
steel and of automobiles. In the Fed- 
eral Reserve index the production of 
nondurable goods declined only from 
110 in January to 109 in February but 
the decrease in the output of durable 


BANKERS MAGAZINE. for May, 1939. 445 





goods was from 88 to 83. In a period 
of genuine prosperity the figure for the 
production of durable goods would be 
greater than that for nondurable goods. 

The volume of residential construc- 
tion has held its place well so far this 
year, but there has been some decline in 
the amount of non-residential building. 
Freight car loadings declined slightly 
from January to February, and there 
was a small decrease in the dollar sales 
of department stores. Both factory 
employment and factory payrolls have 
held up well. The production of bi- 
tuminous coal increased from January 
to February, but there was a decline 
in the output of anthracite. 


National City Bank of New York 
Monthly Report 


Testimony as to business sentiment 
over the country indicates that it is con- 
servative, although not pessimistic. Ex- 
pectations that the sidewise trend will 
sooner or later give way to improve- 
ment are common, but little is being 
done in anticipation. Naturally the 
menace of a European war, or of re- 
curring crises which disturb markets 
and lead to new disorders in trade, 
influences business men to keep com- 
mitments down. It is possible to argue 
that after the first shock the effects upon 
this country of a European war would 
be more stimulating than otherwise, 
but no one knows this for certain, and 
every one is aware that the eventual 
result would be an indescribable cal- 
amity, leaving a burden of suffering 
and disorder which would disrupt the 
economic life of all countries. 

As in the crisis of last September, 
business men all over the world have 
been concerned with protecting them- 
selves against new difficulties and risks, 
and the attitude leaves little scope for 
the needed expansion of long-term plan- 
ning and investment. 


Bank of America 
(Analysis and Research Department) 


For the first quarter of this year the 
value of residential ‘building permits 


issued by eleven principal California 
cities was $23,376,000, an increase of 
61 per cent. over a year ago and 26 
per cent. greater than the same months 
in 1937. Residential building activity 
has made outstanding gains since 1933, 
when the value of first quarter permits 
in the eleven cities was only $2,204,000. 

The large increase experienced in 
residential building during the first 
three months of this year as compared 
with a year ago has not been manifest 
in other lines of construction. The 
total value of all building permits other 
than those for new residences in the 
eleven California cities amounted to 
$15,522,000 in the first quarter of 1939, 
which is just slightly better than the 
$15,391,000 issued in the first three 
months of 1938. Of the total value o! 
all building permits issued in the eleven 
cities during the first three months oi 
this year, residential building ac- 
counted for 60 per cent., as against 49 
per cent. in the same period a year ago. 


© 


THEY BOTH SMILED 


BanKs may find the following less 
amusing than it was to those taking 
part in the discussion. The incident 
occurred during the meeting of a sub- 
committee of the Senate Banking and 
Currency Committee, and the partici- 
pants were Senator Glass of Virginia 
and Secretary of the Treasury Mor- 
genthau. 

When Secretary Morgenthau pointed 
to the demand by banks for Federal 
bonds as a demonstration of the sound- 
ness of Government credit, despite de- 
valuation of the dollar, Senator Glass 
exclaimed: 

“You have manoeuvred the damn 
thing to where they have to take your 
securities to protect the ones they have 
already!” 

“You don’t mind if I disagree with 
you?” Secretary Morgenthau asked, 
and he and the Senator smiled. 

The banker will no doubt be slow to 
see the humor in the situation. 
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BRIEFS 


Recent speeches, digested or excerpted for your convenience 


TAX REFORM STIMULANTS 


Joint Discussion by Congressmen Emanuel Celler, of New York, and John W. 


McCormack of Massachusetts 


Mr. Celler: 


I believe that one tax only should be 
imposed on corporate income.  In- 
cluded in this tax would be the cor- 
porate income tax, the capital-stock tax, 
and the excess-profits tax. I am assum- 
ing, of course, that no effort will be 
made ‘to re-enact the undistributed- 
profits tax. 


Mr. McCormack: 


The undistributed-profits tax auto- 
matically expires at the end of this 
year, and so far as I am concerned I 
am opposed to the continuance of even 
its limited application of 21% per cent. 
contained in the present law. The plan 
you suggest for incorporating the other 
taxes into one tax possesses merit. It 
should not be difficult to arrive at a 
flat rate which would bring into the 
Treasury as much revenue as is now 
received from these various separate 
taxes. The repeal of the capital-stock 
tax and corporate excess-profits tax 
would be a tremendous stimulant to 
business, removing the grave uncer- 
tainty that these taxes now impose upon 
business. In addition to the fact that 
there would be no loss of revenue, an 
important factor would be the tre- 
mendous savings in the preparation of 
tax returns.. Such a plan would reduce 
very greatly the records which business 
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is now forced to maintain; would eli- 
minate many reports now required; 
and, in addition, the administrative 
problems of the Government would also 
be greatly simplified. 


Mr. Celler: 


Your committee could also very 
properly give consideration to other 
changes. For example, provision should 
be made for permitting business to 
carry over its net losses for at least 2 
years as an incentive to expansion and 
to assume risks. A major obstacle 
to business expansion is the reluctance 
to venture into new enterprises with 
a prospect of 2 or 3 experimental years 
resulting in losses which could not be 
deducted or offset against subsequent 
years’ gains. 


Mr. McCormack: 


I agree with you that an immediate 
study of the carry-over of corporate 
losses should be given by the appro- 
priate committees. 

In the matter of encouragement to 
private enterprise, I am of the opinion 
that our surtaxes on incomes are too 
high. There is a saturation point be- 
yond which we should not go. Taxes 
that limit or restrict the incentive to 
invest in private enterprise are not wise. 
Not only do such taxes reduce sharply 
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the amount of revenue that Government 
receives, but, insofar as they prevent 
capital investments in production, they 
increase unemployment, or to put it in 
converse language they prevent re- 
employment. 

I should like to refer briefly to the 
capital-gains and losses tax. The U. S. 
is the only important nation in the 
world that imposes such a tax. It has 
been asserted by some economists that 
the ouright repeal of the capital-gains 
tax would induce such a tide of invest- 
ment that the Government would be 
floated right off the financial reefs it 
now faces. It is asserted that this one 
act would create a sufficient prospect 
of profit to overcome the inertia of 
businessmen about which Secretary 
Morgenthau complained. Because of its 
actual effect in dollars and cents, it 
alone might exert the kind of power 
which will unfreeze the great mass of 


capital now lying idle in banks and 
seeking profitable investment. Such a 
step would permit men to take profits 
commensurate with the risks. 

It is my opinion that the tax on capi- 
tal gains and losses should be sharply 
amended so as to induce the existing 
frozen capital to invest in productive 
enterprise, thereby resulting in re- 
employment and at the same time 
bringing in greater revenue to the Gov- 
ernment. 


Mr. Celler: 


I am convinced that the present situa- 
tion warrants such a step. The resump- 
tion of private investment is absolutely 
necessary. None of our other prob- 
lems can be dealt with unless we ca: 
bring about the resumption of privai« 
investment.—from The Congressioncl 


Record. 


CREDIT EXTENSION LOSS TREATMENT 


By J. Forpes CAMPBELL 


Federal Deposit Insurance Corporation 


ANKERS’ treatment of losses and de- 
preciation that normally result from 
the business of credit extension is a 
phenomenon of our banking history. 
Properly handled, these claims upon net 
earnings are the equivalent of operating 
expenses. As an example, I can point 
to the inclusion of regular and reason- 
able depreciation upon banking house, 
furniture and fixtures among operating 
expenses in the FDIC earnings report 
form. Disregarded, these claims have 
ruined thousands of banks. 

Provision for losses and depreciation 
of this type is simple and indispensable. 
It involves recognition of the following 
facts: 


1. Income on earning assets is partly 
a premium against risk assumed. Every 
banker assesses his interest rate on the 
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basis of credit record and probable abil- 
ity to keep an obligation current and 
sound. 

2. The loss record of various types 
of assets can be determined. The bank’s 
own records and the banker’s knowl- 
edge of business trends in his com- 
munity make development of average 
loss ratios comparatively easy. 

3. That part of income on earning 
assets which is meant to be a premium 
against risk assumed should be ex- 
clusively used to absorb losses resulting 
from realization of risk. Prompt 
acknowledgment and elimination of 
known losses and the establishment of 
valuation reserves to care for losses 
that will arise as a by-product of rou- 
tine banking business are essential 
tenets of good bank managers.—Wis- 
consin Banking Conference. 
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ABANDON LIQUIDITY FETISH 
By Wa Ter A. Morton 


Professor of Economics, University of Wisconsin 


‘HE country bank can expect for 

some time to operate with lower earn- 
ings. This is due primarily to the fall 
in the rate of interest. Until business 
men are willing to organize national 
corporations on a large scale for the 
purposes of new investment, particu- 
larly building and slum clearing, there 
is not likely to be a natural revival of 
business activity. An attempt to in- 
crease earnings by pushing up rates 
o! interest will not only be futile but 
will lead to an intensification of the 
dupression. What we need is a larger 
\olume of loans at low rates of interest. 

The country bank has lost earnings 
due to its desire to remain liquid. Since 
iJ30 these bankers have gotten out of 
the farm mortgage market and put the 
burden of farm financing upon the fed- 
eral government. A _ sensible policy 
would be for the country banks to re- 


turn to their rightful position as finan- 
ciers of the farmer. They would not 
only serve their local communities by 
doing this but would receive higher 
rates than they are now getting on gov- 
ernment bonds. 

But instead of pursuing this policy 
bankers have been vainly hoping for 
higher rates of interest and trying to 
buy only the most liquid of marketable 
bonds. The time has come when bank- 
ers should definitely abandon the spon- 
sorship of the liquidity fetish and face 
reality. Governor Marriner S. Eccles 
and the Federal Reserve officials have 
already done this. What is needed is 
co-operation from the bank examiners 
and a change in the attitude of bankers 
themselves. After bankers have done 
this they will find abundant opportuni- 
ties for local investments and an in- 
crease in their own profits.—Wisconsin 
Banking Conference. 


FHA MORTGAGES AS INVESTMENTS 


By A. G. SCHMEDEMAN 
State Director, FHA, Milwaukee 


RIOR to passage of the National 

Housing Act in 1934, the finan- 
cial community was not accustomed to 
think of real estate mortgages as a 
form of security to be originated and 
distributed like bonds and _ notes. 
Through that Act and the Federal Hous- 
ing Administration’s mortgage insur- 
ance operations, however, an entirely 
new mortgage pattern and security have 
been developed in this country. 

This pattern has given insured mort- 
gages, from the investment standpoint, 
a uniformity and a stability which per- 
mit them to change hands and pass 
through the regular channels of in- 
vestment in a manner quite impossible 
for the old uninsured mortgage. 

More than 1800 lending institutions 
have bought insured mortgages which 
they themselves had no part in orig- 


THE 


inating. These purchasers include life 
insurance companies, savings banks, 
commercial banks, trust companies and 
other lending institutions. 

All told about four hundred million 
dollars worth of these mortgages have 
changed hands. This market in home 
mortgages is a thing until recently 
unheard of in the investment business. 

The institutions buying these mort- 
gages have sometimes been located 
long distances from the properties 
themselves. The business of making 
out-of-state loans. used to be confined 
to big insurance companies, but keen 
competition in this field is now arising 
from banks, mortgage companies, and 
so on. 

The fact that mortgages in one part 
of the country may be traded in freely 
—and have a common denominator 
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making them acceptable to institutions 
in other parts of the country—is due 
entirely to the soundness and uni- 
formity of the investment created under 
the FHA set-up. 

The significance of this new kind of 
investment business which is now going 
on in the country as a whole has not 
been fully realized in the chief financial 
centers. The big banks in New York 
and Chicago have lagged in originating 
or purchasing FHA insured mortgages 
on any comprehensive scale. 


I fail to see why some of the large 
banks that now complain about not 
finding outlets for their funds don’t 
investigate FHA insured mortgages 
more thoroughly. Many country banks 
do not care to make permanent invest- 
ments in FHA insured mortgages, yet 
want to originate them in order to start 
construction in their own communities 
and, at the same time, to obtain the 
profits accruing from fees for servicing 
the mortgages sold.—Wisconsin Bani:. 
ing Conference. 


LIFE INSURANCE AND THE TRUST OFFICER 
By Rocer B. HuLL 


General Counsel, National Assn. of Life Underwriters 


FEW smart operators have sud- 
denly discovered that with 110 
billions of life insurance in force 
in this country, most of it on the so- 
called higher premium plan, there is a 
lot of money to be made out of putting 
up the cry that the majority of the 64 
million policy-owners have been sold 
misfit protection; that term insurance 
is cheaper; that the savings factor in a 
life insurance policy is the bunk, and 
that any policy-owner is a fool who 
does not tear down any reserves which 
he may have in his contract, substitute 
term insurance and invest the differ- 
ence in premiums and the withdrawn 
equities in his own pet field of invest- 
ment—aminus, only, of course, the per- 
centage fee, or, the per thousand 
honorarium, the charge for the tip, and 
for what the “expert” calls the analysis 
of the insurance program. And so it 
has come about that there is one of the 
greatest orgies of tearing down legal 
reserves going on in this country that 
we have ever seen. 

I may be going too far in what I am 
prepared to say in my next sentence. 
But I do not think so. I hold it to be 
nothing short of a very definite obliga- 
tion, resting upon any well-equipped 
trust officer today, to place himself in 
a position to give a clear and convinc- 
ing answer to any client of his bank 
who may ask him the question—and 
mark my words, many of your clients 


are going to ask this question of you 
in coming months, if they have not 
already done so—what are the facis 
about this so-called term-insurance fal- 
lacy? Am I all wrong in having built 
my life insurance estate principally on 
the foundation of level premiums? 

And it is not sufficient to answer that 
this is the business of the life insuran:e 
agent; let him defend his sale. The 
agent has been discredited in advance— 
although entirely fallaciously. Pains 
are taken to discredit the whole agency 
system, at the very outset of the opera- 
tion. The client of your bank is en- 
titled to come to you, a third party, 
and be told whether this zeal for only 
term insurance is justified and sincere, 
or whether it is just a device for the 
selfish personal profit of him who 
would tear down legal reserves. 

The whole, huge institution of life 
insurance, which has come through 
these last eight years with colors flying, 
after a glorious century of growth and 
progress, in all wrong, they say. Life 
insurance is a racket. They purport 
o take the public behind the scenes. 

If they are right, you,as estate plan- 
ners and estate advisers, owe it to the 
clients of your institutions to join in 
the attack. If they are wrong, you 
carry an even more compelling obliga- 
tion to protect them against these siren 
songs.—ABA Mid-Winter Trust Con- 


ference. 
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The “Money Trust” Fallacy 


By Harowp F. Kien 


Assistant Secretary, Brooklyn Trust Company, New York 


Note: The following is a portion of an 
address recently made before a civic or- 
ginization, and provides a logical answer 
te one of the many charges frequently made 
avainst banking. 


PERHAPS the most common fallacy 

about banking is the idea that the 
banks of this country constitute a 
“money trust” and controlo the amount 
of money available to the public exer- 
«ise of a common and collusive policy. 

Orators and would-be orators have 
i een shouting this idea into megaphones 
and microphones over the past forty 
\ears, and perhaps some of them are 
naive enough to believe that it is true. 
Yet anyone who has ever tried to get 
a group of bankers, no matter how 
small, to agree on anything, could tell 
you that bankers have widely divergent 
ideas on almost every matter of bank- 
ing practice. The idea that the bankers 
of the entire country could agree on a 
uniform credit policy, either of de- 
flation or expansion, when the bankers 
of a single community can rarely agree 
on a single matter like service charges 
on unprofitable accounts, or banking 
hours, is amusingly absurd to any so- 
called “insider.” 

The reason that all banks sometimes 
SEEM to pursue similar credit policies 
lies in the fact that the volume of out- 
standing short term credit is largely 
determined by the volume of business 
activity. It requires only half as much 
bank credit to finance the turnover, for 
example, of one overcoat or one auto- 
mobile as it does to finance a turnover 
of two overcoats or two automobiles, 
assuming no change in prices. There- 
fore, when general business activity 
and prices are relatively low, a smaller 
amount of credit is needed to conduct 
the business of the country, and the 
commercial loan totals of most banks 
-hrink, thus giving the misleading ap- 


pearance of a common credit policy 
of deflation. The same principle ap- 
plies to loans on securities. When 
stock prices are low, as they usually are 
in periods of depressed business, it is 
not possible to loan as much on the 
same collateral as when stock prices are 
high. The only kind of credit which 
does not shrink when business activity 
slackens is that which is sometimes 
called “capital credit.” That is not true 
credit at all, but rather an investment 
in the business of the borrower and 
therefore is not a proper use for the 
funds of bank depositors because of 
the risks which it carries. The result 
is that, in the absence of outside inter- 
ference, bank loans and bank deposits 
rise when business volume and prices 
rise, and vice versa, without any initia- 
tive whatsoever on the part of the 


banker. 


© 
WOMEN IN BANKING 


By Marcaret E. Ware 


Treasurer, Dunkirk Trust Company, 
Dunkirk, N. Y. 


WoMeEN have made banking a profession 


for women as much as for men. They 
have discarded the old idea that bank- 
ing is man’s work, and by their diligent 
effort they are forging ahead. But they 
have to work twice as hard for the same 
promotion as a man does to overcome 
this prejudice to women in banking, 
and convince the powers that be that 
they are capable on the job. 

Being a successful officer is a 
matter of intelligence, personality and 
education. By education I mean not 
only the book learning but an education 
derived from an exchange of ideas and 
experiences with women in the same 
kind of work. 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Edited by KeitH F. WARREN 


90 YEARS AGO 


The Bankers Magazine . . 


California 


“The general interest which is felt 
in regard to this recently acquired ter- 
ritory, the dazzling accounts of its min- 
eral wealth, the stream of emigration 
pouring into it, and the boundless field 
which it offers to the commercial en- 
terprise of our age, combine to make 
California an important subject of in- 
vestigation. The elements of greatness 
which are found within its borders, en- 
force the conviction that in a short time 
this remarkable country is destined to 
attain preeminence among the commer- 
cial emporiums of the world. It is a 
Hercules even in the cradle; and while 
other nations through well-defined stages 
of progress rise slowly into power and 
significance, this ocean-colony, like the 
vapour which the Arabian fisherman 
freed from the magic casket, will swell 
at once into form and grandeur.” 


Government Securities 


“Should the country remain at peace, 
it cannot be doubted that the stocks of 
the United States will be a safe and 
adequate security. The Comptroller 


May, 1849 


would therefore recommend that tle 
law be so changed as to exclude bonis 
and mortgages from all free banks 
which shall hereafter commence bu:i- 
ness, and to prevent the taking of ary 
mere from those now in operation, ad 
to require that ten per cent per annun 
of those now held as security be wit'- 
drawn, and their places supplied iiy 
stocks of this State, or of the United 
States. If this recommendation be 
adopted, at the end of ten years the 
whole security will be equal to a six 
per cent stock of this State or of the 
United States, which it is presumed will 
be ample security for the redemption 
of all bills in circulation. Could this 
system of banking be generally adopted 
in the several States, it can hardly be 
doubted that it would prove highly ben- 
eficial. It would create a demand for 
their own State stocks. The interest 
paid upon them would be paid to their 
own citizens. Every man who held a 
bank note, secured by such_ stocks, 
would have a direct interest in main- 
taining the credit of the State.”—/from 
the report of the Hon. Millard Fillmore, 
Comptroller of the State of New York. 


50 YEARS AGO 


The Bankers Magazine . . 


Currency Trouble 


“We suppose our readers have often 
asked, how can the monetary supply be 


May, 1889 


quickly increased when the stringency 
in the market is unusually great or ex- 
cessive? . . . The demand for a sud- 
den increase of circulation in this coun- 
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try, on some occasions, has sprung 
from our system of discharging debts 
by means of the check system. We all 
know that the great mass of obligations 
at the present day are paid in this man- 
ner, and which are in due time dis- 
charged through the Clearing House. 
In other words, checks are exchanged 
with or offset each other, and a small 
bulance, comparatively, is paid in 
noney. This system is admirable, and 
no harm happens to any interest while 
ii is in operation; but every now and 
then the system is suddenly contracted, 
and whenever this happens the demand 
/¢ money is correspondingly increased. 

Cannot some one invent a safe 
i-mporary circulation that will readily 
uke the place of money suddenly with- 
drawn, or supply the demand caused 
bh. the sudden failure from time to 
tine of discharging indebtedness in the 
ordinary manner?” 


The American Debt 


“The history of the American debt 
would call for still other reflections, if 
they did not go outside of the scope of 
a purely financial study. But the dom- 


inant impression that it leaves is a real 
admiration for the spirit of consistency 
that is shown from one end to the 
other of it . . . one single and con- 
stant thought inspires all the men that 
succeed each other in the conduct of 
affairs: to relieve the future without 
fear of burdening the present, to free 
the nation as quickly as possible from 
its load of debt. . . . This persevering 
community of efforts would be every- 
where worthy of attention; it is doubly 
striking in the country that has given 
birth to the word ‘politician,’ because 
the interested policy of persons or of 
cliques prevails there the most fre- 
quently. It is seen to live through 
everything. Contradictory prejudices 
and opinions on the management of the 
public fortune divide the capitalists and 
the press; these divisions appear in 
Congress in debates that go even to vio- 
lence; during this time, the men 
charged with the Government, whatever 
may be their antecedents, their origin, 
and their affiliations know but one de- 
vice and pursue but one aim: the ex- 
tinction of the debt.”—from The Amer- 
ican Debt, by E. Masseras. 


25 YEARS AGO 


May, 1914 


The Bankers Magazine . . 


Government Interference 


“The attempt of the Government to 
delimit spheres of banking, and to pre- 
scribe the kind and amount of credit 
the people shall use, is bound to fail 
in the long run. To those who are try- 
ing to do these impracticable things we 
feel like repeating what we have so 
often said in these pages: Don’t at- 
tempt to draw any circles showing your 
idea as to the limits in which banking 
operations should be circumscribed, 
and fixing the center for such opera- 
tions. If banking, over a long period, 
has automatically selected its own chan- 
nels and chosen its own centers, do not 
interfere with that process, for it rep- 
resents a course of natural evolution 


above the wisdom of any man or any 


board.” 


Politico-financial Plutocracy? 


“Against the horrors of the ‘money 
power, the ‘banking plutocracy’ and all 
those woeful things, the champions of 
the people have solemnly and tearfully 
warned us. But alas! are we to jump 
out of the frying-pan of the one kind 
of plutocracy into the fire of a politico- 
financial plutocracy? Has the charyb- 
dis of a banking oligarchy been safely 
avoided only that we may be engulfed 
in the scylla of a politico-financial com- 
bination? Government supervi- 
sion of banking is entirely practicable, 
but Government control of banking 
seems fraught with grave perils.” 
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ADVERTISING and 
PUBLIC RELATIONS 


W. B. A. Movie 
NTHUSIASTIC comments have 


been pouring into the Wisconsin 
Bankers Association office for 
months regarding the  association’s 
educational motion picture “Your 
Money and Mine.” Prepared under 
the direction of A. R. Gruenwald, di- 


‘““EYE-CATCHERS’”’ 


These bank ad heads caught 
our eye and made us read the 
ad. How about you? 


Consider a Can of Peas 
—American National Bank, 
Nashville, Tennessee 


To Mary—With Love 
—State Planters Bank and 
Trust Company, Richmond, 
Va. 


More Windows Than 

a Greenhouse 
—The Harter Bank, Can- 

ton, O. 

Wanted—Requests for Loans 

—First Citizens Bank and 
Trust Company, Utica, 
N. Y. 

Are You a 3-Star Citizen? 
—The First National Trust 
and Savings Bank, San Diego, 
California. 

Not a Light in Sight When 

This Bank was Founded—1i804 


—National Newark & Essex 
Banking Co., Newark, N. J. 


rector of Public Relations for the as- 
sociation, this picture has already 
reached 20,000 people with Wisconsin 
banking’s message, and reservations for 
showings in all parts of the State have 
been made far ahead. 


Borrower’s Guide 


Devoting the entire April issue of the 
“Journal,” its monthly house orgin, 
to a “Borrower’s Guide” and chart, 
The Union and New Haven Trust Coi- 
pany, New Haven,-Conn., answers bor- 
rowers’ questions in a clear, concise 
way. The chart gives information on 
Mortgage Loans, Direct Loans, Indirect 
Loans, Collateral Loans, and Personal 
Loans, and the answers to such ques- 
tions about each of these as: amount, 
term, purpose, who the borrower 
should see, what procedure is, security 
necessary, when a decision can be ex- 
pected, and the rate charged. 


1903—and Today 


“1903—On the evening of May 30th, 
the curtain was rung down for the last 
time at Boston’s famous theater, known 
as the Boston Museum. Since 1841, 
the leading players of the times had 
appeared on its stage, among them 
Wallack, Salvini; Mansfield and Gil- 
lette. The farewell production was 
‘Mrs. Dane’s Defense,’ with Margaret 
Anglin, Guy Standing and Oswald 
Yorke in the cast.” So starts a folder 
from the Old Colony Trust Company, 
Boston—reminding the elderly reader 
of past day pleasures, then leading to 
today’s problems with: “It was a dif- 
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ferent world in 1903 and the Boston 
Museum is a vanished symbol of a 
slower moving age, when life was less 
complex and the successful manage- 
ment of property a comparatively 
simple matter. In 1903 there were no 
inheritance taxes, either state or fed- 
eral. Income taxes, which today 
necessitate accurate bookkeeping and 
accounting, were not yet in existence.” 
With this introductory’ copy, well cal- 
culated to interest just the type of per- 
son requiring Trust service, the folder 
briefly mentions the Old Colony’s facili- 
tics along this line and invites the 
reader to send for a master booklet. 


‘Sour Notes’’ 


\n attractive folder head “Sour 
\otes,” stresses the importance of co- 
cperation and team work among the 
stoff of a bank. Prepared by the 
Bauder-Baker financial advertising com- 
pany of Chicago, this is one of a series 
of “Timely Talks With the Members 
of Our Staff,” intended for distribution 
to the personnel of banks throughout 
the country. Likening the co-operative 
effort of the bank’s personnel to that 
of an orchestra, the folder effectively 
emphasizes the importance of harmony 
and efficiency in both lines of work. 


95.94 Per Cent. 


Calling attention to loan application 
approvals last year under the head 


“95.94 per cent.,” The First National 
Bank and Trust Company of New 
Haven advertises: “Cold figures often 
make dramatic reading. For example, 
The First National, through its main 
office and its West Haven Branch, ap- 
proved over 95 per cent. of the applica- 
tions made to it for loans by individuals 
and business men of this community 
during 1938. These new loans have 
directed $14,379,021 into productive 
business channels.” 


Thumb-nail Industry Sketches 


Bringing its seven-months’ newspaper 
campaign of thumb-nail sketches of 
local industries to a close, The Irving- 


ton National Bank, Irvington, New 
Jersey, summarizes a few of the re- 
actions in an advertisement: “Only 
a small percentage of our 65,000 popu- 
lation realized that Irvington had such 
a diversified list of industries. Many 
were pleasantly surprised to learn that 
some of the products which they were 
using every day were made either 
wholly or partially in their home town. 
Manufacturers and consumers discov- 
ered that many of their needs could be 
supplied by local industries. 


‘“What More Can We Do??”’ 
The Monroe County State Bank, 


Bloomington, Indiana, advertises: “And 
Now, Mr. Borrower—-What More Can 
We Do? In the past, we have empha- 
sized our willingness to co-operate in 
making funds available to responsible 
borrowers; we have stated and restated 
our policy of extending credit where 
credit is deserved; we have shown with 
figures that we have excess cash which 
we desire to put to work locally 
through loans! And now, Mr. Bor- 
rower, what more can we do? You 


7,457 Times 
We said “Yes” to Borrowers 


During 1938, we loaned $14,379,021 to 
7,457 corporations, firms and individual 
borrowers. During the same period we 
declined 315 applications for a total of 
$542,387.30 


That is the loan record of The First 
National for the past year. It is our 
answer to the criticism that bankers do 
not want to lend. 


We are a community bank. We prosper 
as the community prospers. The measure 
of our prosperity is our willingness and 
ability to serve our customers. 


THE FIRST NATIONAL 
BANK AND TRUST COMPANY 


A good understandable answer to the 
critics of bank lending policies. 
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[THINK 


when you Borrow 


‘The Cleveland Trust Personal Loan Department is ready to lend 


Lor your future waifers, based upon those three cardinal preps: 
Carefully plan your money needs 


Weemuse ail your obligarcns for the preseat and immediate furure Budget 
your tacome agatest payments for all current seeds. The oblige: 
tions can be met by 4 Cleveland Trust Personal Loss, if your income is 
enough 10 provide payment ¥uhia reascosble Lime. 


Do not overborrow 
Borrow only coough to meet your actual needs. You place 2 acediens 
yon tenow oose 


Come 1a sow, sed dances your Soxscial problems a our Masa Ofice Personal 
‘Lone Deparment. or with the macager of your aearest Cleveland Trust Bask. 


Che Cleveland Crust Company 


A combination of sound advice with 
personal loan selling copy. 


have the facts about us—why not give 
us the facts about your financial re- 
quirements for the New Year? Let’s 
get together and work together for a 
better 1939!” Completing the adver- 
tisement is a list of the various types of 
loans for which the bank invites ap- 
plications. 


Financial Blueprint 


On blue paper with white plan-trac- 
ings, the State Planters Bank and Trust 
Company, Richmond, Virginia, prints 
an attention-getting folder headed “An 
FHA Loan is a Financial Blueprint.” 
Brief inside copy sets forth a few ad- 
vantages of the FHA plan, and invites 
further inquiries. 


Benefiting the Community 


Listing the various types of loans 
made, and how they help the com- 
munity, The Cleveland (Ohio) Trust 
Company advertises: “The Cleveland 
Trust Company offers financing serv- 
ice to credit-worthy industries and indi- 
viduals, in large and small low-cost 
loans for a wide range of purposes. 


These loans help business expansion, 
permit more advantageous buying and 
selling, increase profits, boost employ- 
ment, encourage personal advancement, 
and aid in a steady program of civic 
development.” 


Consider a Match ...a Pencil... 


an Elevator 


In a series of advertisements calling 
attention to the fact that “Bank Loans 
Make Modern Business and Employ- 
ment Possible,” the American National 
Bank, Nashville, Tenn., is utilizing 
clever layout and catchy heads telling 
of the part financing plays in the pio- 
duction of various commodities and 
conveniences. In each of these ads a 
record of the loans made by the Ame’i- 
can National last year is carried, under 
the caption: “Banks Are Lending 
Money. We are Doing Our Full Duy. 
Here is Our Record.” Some of the 
ad heads have been: “Consider a 
Match,” “Consider a Lead Pencil,” 
“Consider Your Automobile,” Con- 
sider Your Favorite Smoke,” “Consider 
the Elevator.” 


Loan Applications Welcome 


The First National Bank in St. Louis 
is continuing its invitations to business 
and individuals to make use of bank 
credit facilities with a series of news- 
paper advertisements stressing the vati- 
ous loan services offered. One of these 
reads: “To Business Concerns That Can 
Use Bank Credit Profitably: To the 
business concerns of St. Louis that are 
entitled to bank credit and can now use 
additional funds profitably, we would 
like to extend a cordial invitation to 
make full use of the credit facilities of 
this Bank. Our requirements are simple, 
and fundamental to good banking—a 
sound purpose, a satisfactory credit rat- 
ing, and a reasonable plan for paying 
off the loan. Whatever the amount— 
large or small—applications will be 
welcomed, and will receive our careful 
consideration. If we can serve you we 
shall be more than glad to do so. In- 
quiries are solicited.” 
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Warren County Almanac 


A real old-time Almanac, containing 
much of real interest to any reader, is 
issued by the Warren Bank and Trust 
Company, Warren, Pennsylvania. Con- 
taining calendars, astronomical infor- 
nation, weather forecasts, considerable 
local history, many odd facts, jokes 
and quotations, this 40 page booklet is 
a veritable storehouse of information. 
S:attered throughout are items and ad- 
\ertisements of the bank—as described 
i the index: “much sound advice from 
ancients and moderns on the way to 
wealth and happiness, with numerous 
ivvyitations to the reader to use the 
<-rvices of this bank as a help thereon.” 


kiftieth Anniversary Campaign 


Continuing its Fiftieth Anniversary 
cimpaign, the First National Bank, 
Mount Vernon, New York, calls atten- 
tion in a newspaper advertisement to 
Mount Vernon’s first automobile, tying 
the bank in with the development of 
iransportation as well as the many other 
new businesses of the past half century. 
Another advertisement in this campaign 
calls attention to the growth of the local 
police department during the bank’s 
fifty years. 


YOU SHOULD READ 


PUBLIC OPINION. By Willim Albig. 
_New York: McGraw-Hill. 1939. Pp. 486. 
$4.00. 


Tue author, Associate Professor of So- 
ciology at the University of Illinois, covers 
the subject in detail and with unusual 
clarity and objectivity. 


Seeking to relate the modern intensifica- 
tion of the opinion process to the principal 
changes in society which made special 
pleading, pressure groups and propaganda 
inevitable, the book deals with many phases 
of public opinion not generally considered. 
Chapters are devoted to: The Nature of 
Public Opinion, The Development of Public 
Opinion, Communication, Psychological 
rocesses and GQpinion, Language and 
Public Opinion, The Leader and Personal 
Symbolism, Legends and Myths, Violence 


and Public Opinion, The Geographic Dis- 
tribution of Group Opinion, Attitude and 
Opinion, The Measurement of Opinion, 
Opinion Measurement: The Attitude Scales, 
Opinion Change, Censorship, Special Inter- 
est Groups, Propaganda, The Art of Propa- 
ganda, The Radio, Motion Pictures, The 
Newspaper, The Graphic Arts and Public 
Opinion, Public Opinion and Reality. 

An excellent list of selected references on 
the various pha:es of public opinion com- 
pletes this highly worth while book. 


AT THE BAR OF PUBLIC OPINION. 
By John Price Jones and David McLeran 
Church; with a foreword by Guy Emer- 
son. New York: Inter-River Press. 
1939. Pp. XIX-181. $2.00. 


Tuts book provides the reader with a worth 
while background and philosophy of public 
relations work, interpreting the role this 
work should play in modern society, setting 
forth the qualifications and duties of those 
engaging in it, and offering many worth 
while suggestions for, and examples of, 
good public relations effort. 


ADVERTISING LAYOUT AND TYPOG- 
RAPHY. By Eugene de Lopatecki. New 
York: Ronald Press. Pp. XIII-133. $3.09. 


A practicaL, how-to-do-it manual on layout 
making. In a concise but complete way it 
presents directions on how to get the effects 
you want—from sketching up an idea to 
the preparation and presentation of a pro- 
fessional layout. The author analyzes effec- 
tive composition, principles of design and 
format, and suggests simple methods for 
choosing and calculating type. Every point 
is visualized for easy understanding, 40 
working drawings and many simple dia- 
grams being included. With a number of 
the “tricks of the trade” outlined, this is a 
handy and useful reference book for adver- 
tising men. 


THE PUBLIC OPINION QUARTERLY. 
Princeton, New Jersey: Princeton Uni- 
versity Press. $1.00 single copy; $4.00 
yearly. 


Tue article “Progress in Radio Fan-Mail 
Analysis” in the April, 1939, issue is of 
especial interest. Analyzing over 26,000 
fan letters to “America’s Town Meeting 
of the Air” program, this article shows 
writers per 100,000 radio families by States; 
relation of fan-mail to topics, with a break- 
down by sections of the country and by 
sex; discusses social status of writers, con- 
tent of fan-mail, etc. 


Other articles of interest include: General 
Semantics and Propaganda, Social Dy- 
namics and Public Opinion, and “By Public 
Opinion I Mean—.” 
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NEWS DIGEST 


A compact review of newsworthy developments in the banking field during the past month. 
The news, obtained from many sources, has been condensed, subheaded and classified for 
your convenience. 


Edited by JOHN LANGDON HEATON 


ANNIVERSARIES 


Guaranty Trust Company’s 100th 


Last month marked the 100th anni- 
versary of the Guaranty Trust Company 
of New York. In 1939 the Bank of 
Commerce in New York opened with 
paid-in capital of less than $1,200,000. 
In 1929 this bank was merged with the 
Guaranty, itself organized seventy-five 
years ago, and today the capital funds 
are over $272,000,000, and nearly 4000 
people are employed. 


Union Dime Savings’ 80th 


Celebrating its eightieth birthday last 
month, the Union Dime Savings Bank, 
New York City, held open house for 
civic, business and financial leaders, 
and served an anniversary dinner at- 
tended by many notables. 


ASSOCIATIONS 


Illinois Officials Retire 


M. A. Graettinger, executive vice- 
president of the Illinois Bankers Asso- 
ciation, having reached the usual re- 
tirement age, will quit active duty on 
May 31, 1939. He will, however, con- 
tinue in an advisory capacity for two 
years. Mrs. O. S. Jennings will also 
retire as secretary of the association 
at that time. Mr. H. C. Hausman, who 
has been identified with the organiza- 
tion since 1925, will succeed Mrs. Jen- 
nings in the post of secretary. 


New York Bankers Cruise 


Over three hundred bank officers and 
their families, representing about ove 
hundred banks from all parts of the 
state, have made reservations for the 
second Bermuda Cruise of the New 
York State Bankers Association. The 
S. S. Manhattan, flagship of the U. Ss. 
Lines fleet, has been secured for the 
trip. The ship will leave New York 
at noon, May 25th, arriving in Bermuda 
May 27th and back in New York on 
May 30th. The cruise is the occasion 
of the Forty-sixth Annual Convention 
of the Association. 


Koeneke for ABA Office 


Henry W. Koeneke, former cashier of 
the Exchange State Bank, Parsons, Kan- 
sas, and now president of the Security 
Bank of Ponca City, Oklahoma, has con- 
sented to stand for election to the second 
vice-presidency of the American Bankers 
Association at its Seattle convention in 
September. Mr. Koeneke is president 
of the State Bank Division of the 
American Bankers Association this year. 


‘‘Banking Progress on Parade’’ 


“Banking Progress on Parade” is the 
theme announced for the 1939 Ameri- 
can Bankers Association convention to 
be held in Seattle September 25 to 29. 
To publicize the convention, .two di- 
oramas, depicting Seattle harbor and 
encircling mountain ranges, have al- 
ready started on a nationwide tour. 
These displays, developed by the 
Seattle Committee, will be presented 
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at over thirty State Association meetings 
and banking conferences throughout 
the United States and Canada to stimu- 
late interest and attendance at the con- 
vention. 


EDUCATION 


Craduate School Lectures 


Dr. Everett Dean Martin, Col. Leon- 
ard P. Ayres, and Dr. Paul F. Cadman 
will deliver lectures at the evening 
seminars of the 1939 resident section of 
The Graduate School of Banking con- 
ducted by the American Bankers Asso- 
ciation at Rutgers University, it is an- 
nounced by Dr. Harold Stonier, director 
of the school. The resident session will 
he held at New Brunswick, New Jersey, 
from June 19 to July 1. 

Two new instructors have been added 
to the faculty of The Graduate School 
of Banking. Nelson L. North, an in- 
structor in the New York Chapter of 
the AIB, and lecturer. on real estate 
at New York University since 1920, 
will teach Savings Banking II. Oliver 
S. Powell, first vice-president of the 
Federal Reserve Bank of Minneapolis, 
and past president and. instructor at 
Minneapolis Chapter AIB will aid in 
the instruction of Commercial Banking 


VI. 


Northwest Banking School 


The second session of the Pacific 
Northwest Banking School will be held 
on the University of Washington 
Campus, Seattle, August 21 to Sep- 
tember 1. The curriculum for this ses- 
sion will include six subjects: Manage- 
ment of Earnings Assets, I and II; 
Commercial Loans; Legal Problems of 
the Banker; Economics II; and Real 
Estate Loans. 


AIB Radio Series 


A series of educational programs on 
banking as it affects community life is 
being broadcast over radio station 


Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 
New Yorx 


630 Fifth Ave. 
International Bldg., Rockefeller Center 
6 Court Street 

Baltimore Life Building 
30 North Michigan Avenue 
Leader Building 

.David Whitney Building 
..226 §S. 15th Street 
Grant Building 

-1115 Connecticut Avenue 


PHILADELPHIA 
PitTTsBURGH 
WASHINGTON ... 


WNEW under the auspices of the Essex 
County, New Jersey Chapter of the 
American Institute of Banking. Among 
speakers thus far have been: C. Henry 
Rahb, president of the Essex County 
Chapter, and secretary-treasurer of the 
West Side Trust Company of Newark; 
L. A. Chambliss, vice-president of the 
Fidelity Union Trust Company of New- 
ark; and Willard W. Miller, president 
of the Bloomfield Savings Institution, 
Bloomfield, N. J. 


GENERAL 


12 Hour Day at Fair Bank 


There’s no wisecracking about “bank- 
ers’ hours” on Treasure Island at the 
California World’s Fair. At the bank 
of America’s Fair branch, usual bank- 
ing hours don’t mean a thing. The 
bank is open from 10 a. m. to 10 p. m. 
—12 hours every day, seven days a 
week, and will be throughout the Fair. 
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It won’t even close on national holi- 
days. Complete banking facilities are 
maintained at this branch, and hun- 
dreds of Exposition employes and those 
who work for exhibitors and conces- 
sionaires have there accounts here. 


First Palm Beach Enlarges 


Additional space necessitated by 
growth of its travel bureau and per- 
sonal loan department has caused the 
First National Bank in Palm Beach 
to purchase the three story building 
adjoining the bank. Extensive altera- 
tions to enlarge the travel bureau, which 
is located on the ground floor of this 
building, are planned for this summer. 


N. Y. Fair Bank 


Preceding the opening of the New 
York World’s Fair, Manufacturers 
Trust Company formally opened its 
World’s Fair Office last month. This 
office will serve as a banking deposi- 
tory for the Fair itself as well as for 
principal exhibitors and _ concession- 
aires. In addition to supplying cus- 
tomary banking services, this office has 
special facilities for letters of credit, 
travelers checks, hotel accommodations, 
travel services and general information. 
Manufacturers Safe Deposit Company 
maintains an office on the same prem- 
ises, and provides vault and storage 
facilities twenty-four hours a day to 
exhibitors, concessionaires and Fair 
Visitors. 


150 Largest Banks 


The Federal Reserve Bank of New 
York, with deposits of $4,932,483,000 
is the largest bank in the English- 
speaking world, according to the 13th 
edition of “The Deposit Liabilities of 
One Hundred and Fifty of the Largest 
American, Britain, Colonial and Do- 
minion Banks,” annually compiled by 
California Bank, Los Angeles. The com- 
bined total deposits of $57,484,604,686 
for all banks in the report exceeds by 
3 per cent. the former all-time peak of 
$55,632,733,504 in the 1937 issue, by 
71 per cent .the depression low point 
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of $33,523,082,172 in the 1933 issue, 
and by 35 per cent. the pre-depression 
high of $42,707,221,68 in the 1931 
booklet. 


Timetrust—SEC 


Meredith Parker, president of Time- 
trust, Inc., of San Francisco, in refer- 
ence to the action taken by the SEC 
against Timetrust, its directors, Bank of 
America, A. P. Giannini, L. M. Gian- 
nini, and John M. Grant, states, in 
part: 

sa the Commission resorted to 
a clear subterfuge to bring Bank of 
America, A. P. Giannini and John M. 
Grant into the case by alleging that 
they aided and abetted Timetrust, In., 
whereas, in fact, none of these ce- 
fendants have any connection with our 
company.” 

John M. Grant, president of Tran s- 
america Corporation, states, in part: 

“Neither A. P. Giannini, L. M. Gian- 
nini nor I has ever had any connection 
with its (Timetrust, Inc.) affairs or its 
management. it is impossible 
for me to conceive of any reason why 
the commission should have included 
us in the complaint, other than the 
commission’s inordinate desire for pub- 
licity. hy 


N. Y. Deposits High 


During the week ending April 14, 
net average deposits of New York 
Clearing House banks reached a new 
all-time high with $11,863,192,000. On 
April 7, the previous high, deposits 
were $11,818,296,000. 


One Out of Every 26 


One out of every twenty-six families 
in America has borrowed money from 
a codperative bank or savings and loan 
association since the first of 1936, the 


U. S. Building and Loan League finds 


from a recent survey. An estimated 
10,500,000 homes have been financed 
by these institutions since the first 
building and loan association was es 


tablished in Frankford, Pa., in 1831. 
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Atkins Forms New Firm 


Dr. Paul M. Atkins, who served 
from 1932 to 1937 as Special Liqui- 
dator of Securities for the Comptroller 
of the Currency, and who has been a 
frequent contributor to THE BANKERS 
MAGAZINE, is joining Daniel L. Grant 
in the formation of a new firm, Grant & 
Atkins, Inc., which will conduct a con- 
sulting service on bank investment 
policies and programs. Offices will be 
at 55 Liberty Street, New York City. 
During the time he worked for the 
Comptroller’s Office, Dr. Atkins liqui- 
dated more than 13,000 security issues 
{or about 1200 banks. Since 1937 he 
has carried on financial consulting 
work, appearing frequently as an ex- 
pert witness before the Board of Tax 
Appeals to testify to the value of secu- 
ities. Daniel L. Grant has been en- 
eaged in economic research and secu- 
rity analysis since 1931, as president 
of Lindsey Grant and Company, Inc. 
W. W. Watson, Jr., a vice-president of 
the new company, is a former presi- 
dent of Distributors Group, Inc. 


PERSONAL 


Flemming Completes 50 Years 


William J. Flemming, senior as- 
sistant secretary of the Green Point 
Savings Bank of Brooklyn, New York, 
has completed fifty years of service with 
the bank. With two other men who 
have also served the bank for fifty 
years, Mr. Flemming completed the 
entire working force when he started. 
These men are George W. Felter, now 
president, and Frank S. Harlow, now 
secretary. The bank now employes 85 
people. 


Eastman to Exchange 


Ralph M. Eastman, vice-president of 
the State Street Trust Company, Boston, 
has been elected a member of the Com- 
mittee of Public Relations of the Boston 
Stock Exchange. 


Giannini to Supreme Court 


L. M. Giannini, president of Bank 
of America, has been admitted to prac- 
tice befor the United States Supreme 
Court. Son of A. P. Giannini, founder 
of the Bank of America, Mr. Giannini 
received his legal training at University 
of California’s Hastings College of Law, 
is a member of the California bar where 
he was admitted to Supreme Court of 
California and Federal Courts practice 
in 1920. 


Adams Completes 50 Years 


Bank runner, clerk, bookkeeper, 
cashier and vice-president was the route 
traversed by Nathan Adams to reach 
the presidency of the First National 
Bank in Dallas, Texas, where last month 
he celebrated fifty years of continuous 
service with this bank. The golden an- 
niversary party tendered him included 
two banquets and an open house recep- 
tion. 


Richard Heads Louisiana 


Sam M. Richard, vice-president of 
the Lake Charles Bank and Trust Com- 
pany, Lake Charles, Louisiana, was 
elected president of the Louisiana 
Bankers Association. M. L. Funder- 
burk, president of the Citizens Bank 
and Trust Co., Houma, was elected 
vice-president; W. B. Machado, as- 
sistant vice-president of the Hibernia 
National Bank, New Orleans, was re- 
elected secretary, and T. G. Nicholson, 
president of the First National Bank of 
Jefferson Parish, Gretna, was re-elected 
treasurer. 


Hutchinson’s 45th Anniversary 


Forty-five years of continuous service 
with the Farmers and Merchants Na- 
tional Bank of Los Angeles was cele- 
brated on April 27 by James M. Hutch- 
inson, senior vice-president of the in- 
stitution. Joining the staff in 1894, he 
has been associated with this pioneer 
Los Angeles bank for two -thirds of its 
68 years of operation. 
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Convention Dates . 


GENERAL 


May 8-10—Association of Reserve City 
Bankers. Del Monte, Calif. 


May 10-12—National Association of Mutual 
Waldorf-Astoria Hotel, 


Savings Banks. 
New York City. 

May 18-20—National Safe. Deposit -Advis- 
ory Council, San Francisco. 

June 5-9—Ameri¢an Institute of Banking. 
Pantlind Hotel, Grand Rapids, Mich. 
June 19-30—Graduate School of Banking, 
Rutgers University, New Brunswick, N. J. 
September 11-14—Financial Advertisers As- 

sociation, Toronto, Canada. 

September 20-22—National Association of 
Supervisors of State Banks, Salt Lake 
City, Utah. 

September 25-28—American Bankers As- 
sociation. Olympic Hotel, Seattle, Wash. 

September 27-29—United States Building 
and Loan League, Atlantic City, N. J. 

October 9-11—Morris Plan Bankers Asso- 
ciation, Westchester Country Club, Rye, 
mS. 

STATE AND SECTIONAL 


May 8-10—Missouri Bankers Association, 
Elms Hotel, Excelsior Springs. 

May 9-10—Mississippi Bankers Association. 
Buena Vista Hotel, Biloxi, Miss. 

May 9-11—South Carolina Bankers Associa- 
tion. Poinsett Hotel, Greenville, S. C. 
May 10-12—Kansas Bankers Association. 

-Topeka, Kan. 

May 10-12—North Carolina Bankers Asso- 
ciation, Carolina Hotel, Pinehurst, N. C. 

May 11-12—Alabama Bankers Association, 
Jefferson Davis Hotel, Montgomery, Ala. 

May 11-13—Eastern Regional Conference, 
National Association of Bank Auditors 
and Comptrollers. Hotel Astor, New York 
City. 

May 14-19—Virginia Bankers Association. 
Cruise to Bermuda leaving Hampton 
Roads May 14, returning May 19. 

May 16-18—Texas Bankers Association. 
Baker Hotel, Dallas, Texas. 

May 18-19—Ohio Bankers Association, Com- 
modore Perry Hotel, Toledo, Ohio. 

May 18-20—New Jersey Bankers Associa- 
tion. Ambassador Hotel, Atlantic City, 
me Oe 

May 23-24—Arkansas Bankers Association, 
Hotel Marion, Little Rock, Ark. 

May 24-26—California Bankers Association. 
Hotel del Coronado, Coronado, Calif. 

May 24-26—Pennsylvania Bankers Associa- 
tion. Hotel Traymore, Atlantic City, 
N. J. 

May 25-26—Illinois Bankers Association. 
Pere Marquette Hotel, Peoria, Ill. 
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May 25-27—West Virginia Bankers Asso- 
ciation. Greenbrier Hotel, White Sulphur 
Springs, West Va. 

May 25-27—Massachusetts Bankers Associa- 
tion. New Ocean House, Swampscott, 
Mass. 

May 25-30—New York State Bankers Asso- 
ciation. Cruise on “Manhattan” to Ber- 
muda. 

June 2-3—South Dakota Bankers Associa- 
tion. St. Charles Hotel, Pierre, S. D. 
June 5-7—Iowa Bankers Association, Hotel 
Fort Des Moines, Des Moines, Iowa. 
June 7-8—Wisconsin Bankers Association. 

Hotel Schroeder, Milwaukee, Wis. 

June 7-8—Georgia Bankers Association, 
Hotel DeSoto, Savannah, Georgia. 

June 8-11—District of Columbia Bankers 
Association. The Homestead, Hot Springs, 
Va. 

June 9-10—Vermont Bankers Association. 
Woodstock Inn, Woodstock, Vt. 

June 9-10—Wyoming Bankers Associatio., 
Casper, Wyo. 

June 11-16—Virginia Bankers Conferen<:. 
University of Virginia, Charlottesville, 
Va. 

June 12-13—Oregon Bankers Association. 
Hotel Gearhart, Gearhart. 

June 14—Connecticut Bankers Association, 
Shuttle Meadow Country Club, New 
Britain, Conn. 

June 14-16—Minnesota Bankers Association. 
St. Paul Hotel, St. Paul, Minn. 

June 15-16—Washington Bankers Associ:- 
tion, Davenport Hotel, Spokane, Wash. 
June 16-17—Colorado Bankers Association. 
Hotel Colorado, Glenwood Springs, Colo. 
June 19-21—Michigan Bankers Association, 

Hotel Statler, Detroit, Mich. 

June 19-20—Utah Bankers Association, 
Grand Canyon National Park. 

June 23-24—Montana Bankers Association, 
Canyon, Yellowstone National Park. 
June 23-25—Maine Bankers Association. 
Poland Spring House, Poland, Maine. 
June 26-27—Idaho Bankers Association, 

Challenger Inn, Sun Valley, Idaho. 

July 10-14—North Carolina Bankers Con- 
ference, University of North Carolina, 
Chapel Hill, N. C. 

July 18-20—Kentucky Bankers Conference. 
University of Kentucky, Lexington, Ky. 

August 14 week—Tennessee Bankers Asso- 
ciation, University of Tennessee, Knox- 
ville, Tenn. . 

August 21-September 1—Pacific Northwest 
Banking School, Seattle, Wash. 

September 19-20—17th Regional ABA Trust 
Conference of the Pacific Coast and 
Rocky Mountain States, Los Angeles. 

October 26-27—Tenth ABA Mid-Continent 
Trust Conference, Chicago. 
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EDITORIAL COMMENT 


FEDERAL BANK EXAMINATIONS 


MONG the many bills relating 

to banking introduced at the pres- 

ent session of Congress, one by 
Senator Brown of Michigan is of espe- 
cial interest from its practical and his- 
torical aspects. The bill proposes the 
transfer of all Federal Deposit bank- 
examining functions to the Federal De- 
pesit Insurance Corporation. 

\t present, such examinations are 
‘made by the Comptroller of the Cur- 
reucy, the Federal Reserve, and the Fed- 
eral Deposit Insurance Corporation. On 
the mere grcownd of simplification, the 
consolidation of these existing agencies 
is genérally considered as desirable. 
Since an examination made by a single 
agency of the Federal Government 
would be available to the other inter- 
ested agencies, one such inspection 
would seem to be sufficient. 

There is another reason why the divi- 
sion of this authority has been objec- 
tionable to the banks. Examiners from 
the different agencies did not always 
agree in their methods of valuing secu- 
rities, and respecting other banking 
matters. It is true, that they have lately 
adopted regulations tending to lessen 
these divergencies, although they have 
not been wholly eliminated. 

The Federal Deposit Insurance Cor- 
poration has a more direct stake in bank 
management than is the case with either 
the Comptroller of the Currency or the 
Board of Governors of the Federal Re- 
serve System. This is true because the 
Federal Deposit Corporation is an in- 
surer of deposits of the insured banks. 
_ But there are much broader questions 
involved in this proposal than the mone- 
tary interests of the Federal Deposit 
Insurance Corporation, important as 
these are. 


THE BANKERS MAGAZINE for June, 


The Federal Reserve authorities are 
desirous of exercising a considerable 
degree of control over the credit policies 
of the banks. If they surrender their 
right of inspecting the member banks, 
such control would be jeopardized. 

It is the apparent purpose of this 
bill gradually to abolish the Bureau of 
the Comptroller of the Currency. This 
bureau was organized by Hugh McCul- 
loch, who was not only the first Comp- 
troller but was twice Secretary of the 
Treasury. Incidentally, it may be said 
that he was one of the best bankers this 
country has produced. Some of the in- 
structions he addressed to national 
banks, on assuming his duties as Comp- 
troller, are still quoted as sound bank- 
ing counsel. 

As no provision is made in the bill 
for the chartering of new national 
banks, presumably that function is to be 
exercised by the Comptroller of the Cur- 
rency so long as that office remains. It 
is a most important function, and care- 
ful consideration must be given to the 
transfer of it from the authority where 
it has so long been lodged. 

When the bureau was established, the 
term “Comptroller of the Currency” 
was appropriate, as the national banks 
were then issuers of currency in the form 
of their own notes. But, since these 
banks no longer issue currency, the title 
has lost its original meaning. 

Here is a provision of the bill that 
would apply to a situation like that 
pending between the Bank of America 
National Trust and Savings Association 
and the Securities and Exchange Com- 
mission: 


Any provision of existing law authorizing 
or directing the Comptroller of the Cur- 
rency or the Board of Governors of the 
Federal Reserve System to furnish informa- 
tion to any other agency of the Govern- 
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ment, whether such information be contained 
in a report of examination of a bank or 
bank affiliate, or in some other form, shall 
be construed to vest such authority and 
duty in the Corporation, to be exercised 
under lawful limitations and according to 
such regulations as it may prescribe. 


So far as relates to the prevention of 
duplication in bank examination by 
Federal authority, the bill has much in 
its favor, but the implications of this 
change should be borne ‘in mind. 


~~ 


THE FLOOD OF BANKING BILLS 


ARELY, if ever, has the country had 

such a grist of banking bills as af- 
forded by the numerous measures pour- 
ing into the legislative hopper at Wash- 
ington in recent months. 

While most of these measures have 
for their object the making it easier for 
“small business” to borrow more freely, 
to meet a real or fancied need, some 
of them go far beyond this simple aim, 
and seek to revise the country’s entire 
banking and credit structure. They are 
all based upon the idea that legislation 
can provide for men something they 
lack in themselves. Most of these 
measures are unwise, and without any 
justification whatever. More banking 
legislation is not needed, either by the 
banks themselves or the people who 
deal with banks. On the contrary, both 
would benefit by the repeal of many 
laws which now hamper the effective 
operations of the banks. 

One aspect of this excessive energy 
for more banking legislation must create 
uneasiness on the part of bankers. They 
are now regulated by so many direct 
and collateral statutes relating to the 
conduct of their business, that any addi- 
tion to them must be “viewed with 
alarm,” as so often told us in political 
platforms. If all these measures, or but 
half of them, are enacted into laws, the 
banker will have to devote so much of 
his attention to regulatory laws, that 
he will have little time left for the daily 
problems of banking. 

Against this advancing flood of new 
banking legislation, the banker should 
make his protest heard at Washington. 
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“HOW TO BALANCE THE BUDGET” 


SING this title, the National Econ- 

omy League has published in 
pamphlet form what is called “a real- 
istic appraisal of national finances,” 
and this designation is fully justified by 
the amount of information which the 
pamphlet contains relating to the public 
finances. 

Since the present month marks the 
end of our fiscal year, with nine annual 
recurrences of large deficits, the subject 
of balancing the budget has an especial 
timeliness. 

Starting out with the assertion that 
“the Federal budget can and must be 
balanced,” it is shown in what way the 
desired result may be achieved. 

In the current fiscal year, it is stated 
that relief and public works expeniii- 
tures account for over 40 per cent. of the 
total. Outlays on these two items have 
increased since 1931 by $2,785,000,0:10 
on account of relief, and by $993,00)).- 
000 for public works. lt is stated in 
this report that relief costs have not 
increased primarily because of an ad- 
dition to relief rolls, but because of the 
costly forms of work relief, and the 
almost complete withdrawal from co- 
operative relief, in which the total cost 
was shared by the Federal, state and 
local governments. 

Expenditures for public works are 
now around one and one-quarter billion 
annually, compared with about 200 
million in the nine pre-deficit years. 

The most striking feature of this 
study is to be found in the statement 
that relief expenditures increase even 
when there is a substantial gain in 
business conditions and in the national 
income. 

The dangers in failing to balance the 
budget are thus emphasized: 

An indefinite postponement of a balanced 
budget will inevitably lead to the popular 
belief that the Government is unable ever 
to balance the budget. When that point is 
reached, public confidence in. the national 
credit will collapse, and the Government 


will be forced to resort to drastic measures 
—excessive taxes or inflation, or both. 


Quotations from the summary and 
conclusions of this study will show how 
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it is proposed to bring the budget into 
substantial balance. 

Our goal is a completely balanced budget. 
We, therefore, submit a budget of 6 billion 
364 million dollars which, while providing 
for essential governmental services, as well 
as a humane method of handling relief, can 
be balanced in a fairly good year by re- 
ceipts conservatively estimated. This repre- 
sents a goal possible of achievement, if 
there is the will to balance the budget. 

But we realize that it is impossible for 
the Government to reduce expenditures by 
3 billion dollars within a single year. There- 
fore, we submit a “deficit-reducing” budget 
of 7 billion 287 million dollars for imme- 
diate adoption, i.e., for the fiscal year 1940 
which begins July 1, 1939. All but 1 billion, 
145 millions of this sum can be covered by 
receipts from present tax laws, assuming 
some improvement in business conditions. 
\We recommend, however, that new taxes 
he imposed to raise additional revenue of 
600 million, so that the net deficit will be 
about a ‘half billion. 


Whether the imposition of the addi- 
tional 600 million in taxes would not 
to a considerable extent counterbalance 
the gain made by reducing the deficit 
is, at least, an open question, as is also 
the practicability of the proposed reduc- 
tion of expenditures. But if the budget 
is to be balanced, there must be in- 
creased revenues or decreased expendi- 
tures, or both. 

The will to balance the budget is the 
real point of the matter. That will 
seems lacking at present. With the pub- 
lic debt now in excess of $40,000,000,- 
000, it is time seriously to consider the 
problem. 


—_ 


WORLD FAIRS AND THE BANKER 


FoR the sufficient reason that they are 

deeply concerned in whatever affects 
the welfare of the United States, bank- 
ers have a special interest in the two 


international expositions now being 
held, one in New York and one in San 
Francisco. 

It is hoped that bankers will, to the 
extent possible, visit both expositions; 
but, if that should not be practicable, 
that they will at least visit the one best 
suited to their convenience and taste. 
In the case of the San Francisco expo- 
sition, many of the bankers in attend- 
ance at the American Bankers Associa- 


THE 


tion Convention, meeting at Seattle in 
September, will be afforded the oppor- 
tunity of going to Treasure Island on 
their trip along the Pacific Coast. 

Both fairs offer much that is encour- 
aging in these rather drab days. They 
present many evidences of the progress 
the country is making in invention, art, 
science, education, production and 
trade. Best of all, they illustrate the 
undying hopes, the indomitable resolu- 
tion of the American people. Despair 
is clearly not a word in our vocabu- 
lary. All this is of great significance 
to those engaged in banking. 

The attractiveness of the exposition at 
San Francisco may be ascribed to the 
characteristic enterprise of the people 
of that city and the entire Pacific Coast 
region. The fair at New York is worthy 
of the city and of the United States. 
When this exposition was opened on 
April 30, President Roosevelt, in mak- 
ing the dedicatory address, used these 
memorable words: 


The eyes of the United States are fixed 
on the future. Yes, our wagon is hitched 
to a star. But it is a star of friendship, 
a star of progress for mankind, a star of 
greater happiness and less hardship, a star 
of international good will, and, above all, a 
star of peace. 


Upon that star the eyes of bankers, 
and all our people, may well be con- 
stantly fixed. 


nt 


QUALIFICATIONS OF INVESTMENT 
COUNSEL 


UNDER the auspices of the Investment 

Counsel Association of America, a 
comprehensive study is to be made of 
the minimum qualifications required of 
individuals offering investment counsel 
services to the public. 

Only in recent years has there come 
into practice the profession of invest- 
ment counsellor, and since counsel of 
this character is of great importance, 
not only to the individual receiving it 
but to the public at large, it is well 
that those practicing the profession 
should be shown to have some skill in 
proffering investment advice. 

Time was when the individual seek- 
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ing such advice turned to his banker or 
investment dealer; but times have 
changed. Bankers, by experience, have 
learned that while they did not get much 
either of praise or of profit if their sug- 
gestions proved advantageous to those 
receiving them, they got plenty of blame 
where the result was otherwise. Now 
the banker has become exceedingly 
chary of offering such advice; although, 
by scenting unsound and speculative 
schemes, he is often able to save consid- 
erable sums to those who may ask his 
counsel. 

Investment dealers, by specializing in 
their line of business, have one of the 
principal qualifications for rendering 
expert service. It is their peculiar busi- 
ness to study general conditions affect- 
ing investments as a whole, and to be 
fully informed as to the standing of the 
varied types of securities; They have 
a special reason for affording their 
clients sound advice, for this adds to 
their reputation and enlarges their field 
of operations. In the great majority of 
cases, they possess integrity. But in one 
respect, they lack the ideal qualifications 
for rendering impartial investment 
counsel—they have securities for sale. 
How far this disqualification may ex- 
tend is a matter of opinion. At any rate, 
the investment dealer cannot have the 
complete detachment which is supposed 
to be an ideal equipment of the perfect 
investment counsellor. 


The study of. this subject being made 
by the Investment Counsel of America 
should be productive of good results. 
It is highly desirable that some fair 
standard of qualifications should be re- 
quired. 

As the study will probably disclose, 
the highest standard required will call 
for an almost super-human degree of 
wisdom. It would seem, at first sight, 
that those most competent to give sound 
investment counsel would be those who 
have shown the highest degree of suc- 
cess in handling their own funds. But 
while such persons have the skill, they 
may be unable to pass it on to others. 
To render more efficient those who are 
giving investment counsel is a most 
worthy undertaking. 
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THE COURSE OF AMERICAN 
BANKING 


OCCASIONALLY it is of interest and 

value to look at our banks as they 
are seen abroad. Such an opportunity 
is afforded by a recent review of Ameri- 
can banking, 1933-39, appearing in the 
Economist of London. 

At the outset, attention is called to 
the striking decline in American bank- 
ing mortality, which is not attributed 
to deposit insurance, but to increased 
liquidity. This statement is made: “It 
would appear that insurance does not 
prevent failures.” This opinion is based 
on the number of failures occurring 
among insured banks. 

After citing the increase in deposits 
and reserves, the article says: 


Broadly speaking, of the funds they have 
received in increased deposits and capital 
items, the commercial banks of the country 
have left half standing idle in their reserve 
accounts and have used the other half in 
financing the deficit of the Federal Govern- 
ment. None of the increased supplies of 
money have gone to meet the needs of in- 
dustry and trade. 

For this result the banks of the country 
are not to be blamed. They are certainly 
not restricting the demand for credit by 
demanding excessive rates of interest. The 
average rate charged to customers in 
twenty-seven southern and western cities is 
now no more than 4.1 per cent., and the 
figure is lower in the cities of the East and 
North. The explanation must be found 
deeper in the general malaise that afflicts 
the American economy. 


And this in conclusion: 


The general picture of American bank- 
ing is, then, that the public has more funds 
on deposit with the member banks than it 
cares to use, and that the member banks 
are in the same position vis-a-vis the Re- 
serve banks. ‘The credit-creation powers of 
the system are in abeyance. The American 
banks can be compared to a four-masted 
schooner carrying an enormous spread of 
canvas but with not a breath stirring. In 
the circumstances the man at the helm is 
powerless: there is no scope for credit con- 
trol in America today. But if ever a wind 
blew up, the course of the ship, with un- 
shortened-’sail, might be very exciting. 


Perhaps a good.many of our banks 
would welcome just a little more excite- 
ment in the shape of an increased de- 
mand for loans than they are now 
experiencing. 
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PARADE TO SEATTLE 


By K. Winstow, Jr., 


Chairman, Publicity Committee 
Scattle ABA Convention; Executive Vice- 
President and Cashier, Seattle Trust and 

Savings Bank, Seattle, Wash. 


N 1875 the May issue of THE Bank- 
ERS MAGAZINE reported most cas- 
ually that “a general convention 
from different sections of the country 
has several times been suggested, but 
tie practical realization of this has not 
been generally looked for up to this 
time.” Nor did any other current 
financial publication attach particular 
significance to the “national convention 
of bank cashiers and bankers,” which 
was subsequently held on July. 20 at 
Saratoga Springs, marking the inception 
of the American Bankers Association. 
Since that time members of the asso- 
ciation have journeyed no less than 
eight times to the Pacific Coast to attend 
an annual meeting, the first occasion 
being in San Francisco, California, in 
1892. In point of time the round trip 
was no small undertaking, consuming 
all told from ten to fourteen days, de- 
pending on the final destination and 
train connections. The devotion to the 
affairs of the association implied by this 
time element was partially offset by the 
subsequent statement of one delegate 
who wrathfully reported that on the 
entire train he was the only paying 
passenger, all others having been fur- 
nished with passes by railroad friends. 
This September a representative cross 
section of the thirteen thousand banks, 
comprising the membership of the 
American Bankers Association, will 
streamline west by rail and air ways 
in less time than their predecessors took 
to journey-from Philadelphia to Omaha. 
The cause of this migration westward is 
the 65th annual convention of the asso- 
ciation’ to be held in Seattle, Washing- 
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‘“‘This September a_ repre- 
sentative cross section of the 
thirteen thousand banks, com- 
prising the membership of the 
American Bankers Association, 
will streamline west by rail and 
air ways in less time than their 
predecessors took to journey 
from Philadelphia to Omaha. 
The cause of this migration 
westward is the 65th annual 
convention of the association to 
be held in Seattle, Washington, 
September 25 to 28. 

‘‘ ‘Banking Progress on Pa- 
rade’ is the slogan adopted by 
the men of Puget Sound to de- 
scribe the ambitious program re- 
plete with educational values.’’ 


ton, on September 25 to 28. “BANKING 
PROGRESS ON PARADE” is the slogan 
adopted by the men of Puget Sound to 
describe an ambitious program replete 
with educational values. Seattle is not 
many years older than the organization 
to whom it will act as host. As cities 
go, it is hardly dry behind the ears and 
that you who read may understand the 
background of enthusiastic preparation 
for the meeting this fall, a brief account 
of Seattle’s éarlier years is not amiss. 


Early Seattle 


The first arrivals on the shores of 
Puget Sound established claims in 1852 
on a happily chosen site that is now 
known as Seattle. The prosperity which 
followed the discovery of gold in Cali- 
fornia sent coastal trading schooners 
scurrying north to seek sources of 
lumber to care for the needs of the 
growing population of San Francisco 
and adjoining territory. Yesler’s Mill 
was built and by 1856 the village was 
able to boast of some thirty-odd non- 
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Seattle in 1875, when the American Bankers Association was organized. 


descript houses, a church and five or six 
stores. By 1860 the battle of Seattle 
had been fought and a_ university 
founded on the site of the present Olym- 
pic Hotel (ABA headquarters in 1939), 
with respect to which it was said that 
“wives seemed to be much more in de- 
mand that college educations”; in fact, 
the first census of the period reveals that 
there were at least nine unattached males 
for every woman in the territory, which 


possibly accounts for the popularity of 
co-education in western colleges. 
Asa Mercer undertook to adjust this 


unbalanced ratio of population by 
arranging to introduce a permanent ele- 
ment of refinement into Washington 
Territory through the importation of 
some three hundred attractive Civil War 
widows and destitute daughters. The 
plan achieved national publicity of the 
first order. Harper’s Magazine, devoting 
some four pages of sketches to the 
“Mercer Girls” as they embarked from 
New York, remarked that the scheme 
was “original and praiseworthy,” al- 
though the comments in other con- 
temporary publications were somewhat 
ribald. The fact remains that in spite 
of much ridicule the plan was entirely 
successful and the motley throng of 
prospective bachelors which greeted 
them on Puget Sound proved to be con- 
jugally acceptable both to the new 
arrivals and subsequent historians. 

At long last came the railroads, coal 
was discovered, fishing became a major 
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industry, the agricultural hinterland 
was settled, ship building became im- 
portant, trade with the Orient was esta))- 
lished, and as each succeeding step rose 
above its predecessor in forcing the de- 
velopment of the new city, a climax was 
reached with the discovery of gold in 
Alaska. 

Flash! Gold in Alaska! The an- 
nouncement was front page news in 
every section of the country. What en- 
sued was a repetition of the colorful 
migration that has followed every major 
exploitation of virgin territory liberally 
endowed with mineral wealth. 

Possibly because the Pacific North- 
west was the last frontier and there was 
nowhere else to go, Seattle retained as 
permanent residents a larger propor- 
tion of these adventuresome immigrants 
than would ordinarily have been the 
case. Perhaps this explains the free- 
dom of political thought and action, 
the particularly friendly brand of 
western hospitality, the abnormally low 
infant mortality, the waterfront strife, 
the preference for silver dollars over 
other forms of currency, the Olympic 
Games crew champions and other attri- 
butes which have contributed to both 
favorable and unfavorable editorial 
comment in the nation’s press. 

Whether you like it or not, the spirit 
of the conquest of the West, only one 
generation removed, pervades the place 
and finds expression in the contagious 
enthusiasm with which plans are being 
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made by local bankers for the educa- 
tion, entertainment and comfort of their 
fellow members in the American Bank- 
ers Association this fall. 


Program Plans 


As to education, Seattle bankers are 
striving to develop a program which 
will accentuate progress in banking. 
Featured will be the latest in money 
saving equipment to help solve the 
“wage and hour” problem; mechanical 
devices to speed the flow of business; 
round tables to present advanced 
thoughts on public relations and em- 
ployee relationships; new ideas in mer- 
chandising bank services; and some very 
old-fashioned beliefs on the eternal 
question of branch banking and the dual 
s\stem. 

Here an opportunity will be afforded 
te consider the potentialities and the 
economic impact of the completed 
Grand Coulee Dam. From the far 
rcaches of the upper Columbia came the 
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1939 airview of the City of Seattle. 


original riches of the Astor family and 
thereby this mighty stream left its mark 
on Broadway in New York. When 
finished, Grand Coulee will bring water 
io some million and a half acres of ex- 
tremely fertile but presently arid land. 
An estimated sixty thousand families 
have moved bag and baggage to 
Ephrata, Yakima, Spokane, Seattle—to 
await with renewed hope the opening 
of this vast area. And still they come, 
although water will not be on the 
ground until three years hence, looking 
to the West once again to provide 
wealth, opportunity and security. Who 
is there can deny the flow of the Col- 
umbia may yet leave its further impress 
on the market places of the world. 

Is it the clipper ships which once 
plied the seven seas bringing wealth and 
romance to New England that quicken 
your pulse? If so, perhaps your in- 
terest lies in the Boeing Aircraft plant, 
which produces flying fortresses and At- 
lantic Clippers that may yet regain the 


Mt. .Baker in background to the left; 


Lake Washington in the background to the right; streamlined ferry “Kalakala” in 
the foreground, crossing Puget Sound to Bremerton, home of the Puget Sound 
Navy Yard. 
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The spirit of the West still 
pervades Seattle, and finds ex- 
pression in the enthusiasm with 
which bankers there are prepar- 
ing for the education, entertain- 
ment and comfort of delegates to 
the ABA Convention in Sep- 
tember. 

With round table discussions 
on banking thought and a trip 
to Victoria; the presentation of 
new bank merchandising ideas 
and an opportunity to visit 
Grand Coulee Dam; displays of 
money saving equipment and a 
chance to go salmon fishing—to 
mention but a few of the fea- 
tures—there will be a lot to in- 
terest every banker attending 
this ‘‘Banking Progress on Pa- 
rade’’ convention. 


vanished glory of our merchant marine. 

As to comfort, during the fabulous 
twenties Seattle enjoyed an era of hotel 
and apartment construction and _ sub- 
sequently suffered the period of finan- 


cial ‘reorganization and rehabilitation 
that characterized similar expansion 
elsewhere. The loss of the local citi- 
zenry in such ventures, however, is your 
gain, as accommodations are reasonable 
and above average. The Olympic is 
the principal hotel and its food com- 
pares favorably with the best in New 
York, New Orleans and San Francisco. 
If Seattle is no gourmets’ paradise there 
are, nevertheless, a number of interest- 
ing and entertaining small places which 
you may visit with assurance that the 
inner man will be satisfied. Not far 
from city center, for example, is the 
Moscow Restaurant, patronized largely 
by White Russian emigrés. If basturma 
is your dish you can top it off with 
gurievskaia kasha for dessert. 


Entertainment Plans 


On the subject of entertainment, no 
official information has been released. 
Fourteen committees having a combined 
membership of well over one hundred 
are already working on this phase of 
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thé fall convention; not the least im- 
portant is the hunting and fishing com- 
mittee, who know from past experience 
with September meetings that the aver- 
age male delegate likes nothing better 
than two hours of _before-breakfast 
salmon fishing on Elliott Bay, only five 
minutes by taxi from your hotel. 

Sixty miles due north, Victoria, seat 
of the Provincial Government of British 
Columbia, is delightfully situated on the 
southern tip of Vancouver Island. It 
has a Georgian and Hudson’s Bay back- 
ground, plus a manner of living that 
has made it a mecca for tourists and 
not without reason. One official side 
trip already planned includes a daylight 
voyage through the San Juan Islands, 
thence across the Straits of Georgia and 
Juan de Fuca to Victoria. This is your 
chance to replenish the china cupboard, 
sans duty, if you spend no more than 


one hundred U. S. dollars. 
A football schedule has been adjusted 


so that visiting fans may see Pittsburgh 
play the University of Washington; a 
lovely blonde known as Miss Seattle, 
but more recently rechristened “Miss 
Banking Progress on Parade,” adds an 
exotic note to advance publicity; two 
dioramas are touring the nation dis- 
playing the scenic grandeur of the Ever- 
green Empire to bankers everywhere; 
and reservations are running well ahead 
of last year’s meeting in Houston. 

If names are news, then this _ brief 
accounting must not conclude without 
at least bare mention of a few of those 
who will participate in this convention— 
such men as Ronald Ransom, vice- 
chairman of the Board of Governors 
of the Federal Reserve System; Colonel 
Leonard P. Ayres, Cleveland Trust 
Company’s widely quoted economist; 
President Robert V. Fleming of Wash- 
ington, D. C.’s Riggs National Bank; 
California’s A. P. Giannini; and W. 
Laird Dean in Topeka, who has 
arranged a special train to transport 
two hundred Kansas bankers to ABA’s 
important meeting. 

This, then, is how matters stand; and 
if, because of this review, you should 
join the march to Seattle in September, 
you will not be disappointed. 
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An ITEM payable in Spo- 
kane was mailed to us by an 
up-state correspondent Satur- 
day afternoon. 


This item, if handled in the 
usual manner, would have been 
received and forwarded by us 


Monday. 


But through continuous opera- 
tion, direct connections and the 
use of air mail, presentation 
was made in Spokane on 
Monday —to the amazement 
and great satisfaction of our 
endorser. 


Let us help you with your col- 
lection problems. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Undivided Profits 
$40,000,000 


Member of Federal Deposit Insurance Corporation 
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for the banker 
with 


c\ 
Qt this book 
¢O was written 


INCREASING PERSONAL LOAN BUSINESS 
by R. E. DOAN and G. F. FOLEY 
Price $2.50 


The Chapters HE Personal Loan Department has far 

greater possibilities than have hitherto 

. Who Borrows. Why They been realized. Mr. Doan and Mr. Foley 

Borrow recognize the human features of this department 

. Practical Operating Suggestions in its possibilities for service to the worthwhile 

citizens of the community but they have gone 

further in their investigation of the country’s 

successful Small Loan Departments to answer 

. Introduction to “THE the questions: How May Profits Be Increased? 

DENVER PLAN” How May Services Be Broadened? How May 

. DENVER PLAN and Large Its Facilities Be Extended to Serve Business 
Firms as Well as the Individual? 


. Advertising Personal Loan 
Department 


Department Stores 


. DENVER PLAN and Small Besides these questions the authors as 

Retailers, Professions originators of the now famous “DENVER 
PLAN” present their experiences and set forth 
for the first time the entire operation of this plan 
which assists retail merchants to liquidate their 
. FHA Mortgage Loans delinquent accounts. 


. Systematizing FHA Moderniza- 
tion Loans 


May we send you on 5 days’ approval a copy of 
INCREASING PERSONAL LOAN BUSINESS? 


BANKERS PUBLISHING COMPANY 
465 Main Street - Cambridge, Massachusetts 
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Proper Legislative Relations 


By C. W. FisHBpaucH 


Assistant Cashier 
Security Trust and Savings Bank 
Shenandoah, Iowa 


cently remarked: “Bankers seldom 
like the way the Government is run.” 
Conversely, we may say: “The Govern- 
ment seldom likes the way banks are 
run.” Or, possibly, this should be modi- 
fied by saying: “the way legislators 
think the banks are being run,” for 
banking is not only a mystery to the 
man on the street, but frequently to the 
men in our national and state capitols. 
Our legislators have no real quarrel 
with banking, yet money—and banks 
represent money—has long been fair 
game for politicians to fight. Laws 
harmful to banking will continue to be 
introduced, and many will be favorably 
considered, for legislators seldom know 
the real problems of banks, and few of 
us have attempted to explain these prob- 
lems to them. 


eer JONES, of the R. F. C., re- 
€ 


Banker-Legislator Relations 


It would seem that a few of our ad- 
vertising dollars and some of our ad- 
vertising effort could be well spent in 
friendly communication with national 
and state solons. In many cases a short 
talk with them, or a letter, can easily 
show them the injustice of a discrimina- 
tory law. Many instances of success in 
following such a course could be cited. 
For example, in our state it was recently 
suggested that, for reasons of economy, 
the department of banking be consoli- 
dated with other departments. Such a 
reorganization, however, would remove 
many powers from the banking depart- 
ment to the hands of inexperienced 
clerks. We called our legislator’s atten- 
tion to the fact that the department of 
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‘‘The greatest service we can 
perform for present and future 
banking is to keep informed on 
legislative matters and to per- 
sonally keep in contact with 
legislators whenever the need or 
opportunity arises—to briefly 
and concisely outline to them the 
problems, the needs and the aims 
of banking. We’ll find them re- 
ceptive and ready to co-operate, 
and we will be achieving a most 
vital part of the public relations 
job—that of proper legislative 
relations.’’ 


banking was entirely self supporting— 
one of the few departments that stands 
on its own feet. He admitted that he 
had not known this, and with his co- 
operation the drive for the consolidation 
was halted. 

A bill on exchange, Senate File 69 
by Gillette, which is before the Iowa 
House, offers another example of needed 
banker-legislator codperation. It would 
provide that “checks drawn on any state 
bank must be cleared at par by the bank 
on which they are drawn.” Violation 
of the provision would be deemed a mis- 
demeanor. This bill is intended to stop 
a few banks from charging five or ten 
cents on each check received in their 
regular cash letters. A very worthy law 
—there being no sound reason why such 
charges should be made since, mildly 
speaking, they are in the nature of a 
racket, and cannot be defended by the 
payee bank. Yet, passage of this bill 
in its present form would prevent state 
banks from making collection charges 
on their own checks. A check sent di- 
rect for collection would have to be 
cleared at par. The bill should be 


changed to read: “Checks drawn on any 
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BANK 
ACCOUNTING 


AND 


AUDIT CONTROL 


By 


JAMES E. POTTS 


Auditor 
Tue First Nationat Bank oF Boston 
Boston, Mass. 


cd 


|= BOOK is a study of account- 
ing and audit control as applied 
to banking. It starts with a typical 
statement of a large bank. This is 
broken down into a more detailed 
list of accounts and each account 
is then traced back to the trans- 
actions which gave rise to it. In 
so doing the accounting procedure 
involved is studied and also the 
audit control factors which may 
be applicable in each case. 

The book is profusely illustrated 
with various forms used for audit 
control. It should be of value 
not only to the student of bank 
accounting but to comptrollers, 
auditors and bank executives in 
general as well as to public account- 
ants and bank examiners. 


Price $4 delivered 


Poccco nooo 


BANKERS PUBLISHING CO. 
465 Main Street, Cambridge, Mass. 


Please send me on approval a copy of 
“Bank Accounting and Audit Control’ by 
James E. Potts. At the end of 5 days I 
will either remit $4 or return the book. 


Address 


ce tien acne nisi 


r 
: 
I 
I 
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state bank and presented through the 
regular channels must be cleared at 
par.” 

Direct Action Needed 


Most Representatives and Senators are 
glad to have such matters called to their 
attention. Very few of them are bankers 
or financially interested in banking. 
Unfortunately, however, many bankers 
feel that because they pay dues to bank- 
ers’ associations they need pay little 
attention to legislative matters. They 
feel that paid lobbyists should handle 
these problems. 

Such organizations do try, and work 
tirelessly at the task. In many cases 
they are responsible for curtailing un- 
favorable legislation. However, a pub- 
lic official is besieged on every side by 
lobbyists. Of necessity ‘he pays little 
attention to many of them, for it would 
be impossible always to take their re 
quests under full consideration. A let- 
ter from one of the “back home” con- 
stituents has much more direct effect. 
After all, legislators.are elected by the 
home folks and are answerable to them. 

The greatest service we can perform 
for present and future banking is to 
keep informed on legislative matters and 
to personally keep in contact with legis- 
lators whenever the need or opportun- 
ity arises—to briefly and concisely out- 
line to them the problems, the needs 
and the aims of banking. We'll find 
them receptive and ready to codperate, 
and we will be achieving a most vital 
part of the public relations job—that 
of proper legislative relations. 


—_ 


REFUSING THE LOAN 


One of the particular resentments 
against banks and bank officers and 
employees is the unfortunate tendency 
to make refusals without explanations. 
In nearly every case there is a real, 
reasonable and sound explanation which 
can be given. The average individual, 
being a reasonable person, appreciates 
it. The act tends to avoid and eliminate 
misunderstandings.—Joseph M. Dodge, 
president, The Detroit Bank. 
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THE INTER-BANK DEPOSIT 
PROGRAM 


By A. Puitie Woo.Lrson 


‘ NTER-BANK deposits have been 
rising sharply in recent months and 
promise shortly to exceed the peak 

levels reached in 1936. While bankers 
and investors in bank stocks generally 
feel that the growth in the volume of 
such deposits offers no basis for alarm, 
the same view is not held by the Fed- 
eral Reserve authorities. This is indi- 
cated in Mr. Eccles’ latest annual report 
to Congress as chairman of the Board 
of Governors of the Federal Reserve 
System, with its warning of the danger 
of neglecting the adoption of controls 
to prevent an excessive expansion of 
bank credit. An important step in this 
direction, according to Mr. Eccles, is to 
discourage the creation of an abnor- 
mally large volume of inter-bank de- 
posits. 

The present period of more cordial 
relations between business and Govern- 
ment would seem to suggest that legisla- 
tion to regulate the volume of inter-bank 
deposits is not an immediate prospect. 
This, however, would seem to overlook 
the extreme watchfulness which the 
Federal Reserve authorities exercise to 
prevent the development of conditions 
which would result in marked unsettle- 
ment in the Government security mar- 
ket. An excessive rate of credit expan- 
sion in banks outside of New York City 
accompanied by an increase in the vol- 
ume of bankers’ balances held by the 
New York City banks would ultimately 
have as unfortunate effects on monetary 
and economic stability as an excessive 
rate of bank credit expansion by the 
New York City banks themselves. 

It would seem to be only a question 
of time when measures will be taken to 


**It would seem to be only a 
question of time when measures 
will be taken to control the vol- 
ume of inter-bank deposits. 

‘“Whatever the measures sug- 
gested may be, they will be op- 
posed by the banks in the larger 
business and financial centers 
because of the fear that any 
limitation in the volume of inter- 
bank deposits will involve both 
lower earnings and an increas- 
ing control over banking opera- 
tions by the Federal Reserve 
authorities.’’ 


control the volume of inter-bank de- 
posits. Whatever the measures suggested 
may be, they will be opposed by the 
banks in the larger business and finan- 
cial centers because of the fear that any 
limitation in the volume of inter-bank 
deposits will involve both lower earn- 
ings and an increasing control over 
banking operations by the Federal Re- 
serve authorities. While some bankers 
feel that limiting the volume of out- 
standing inter-bank deposits may be 
necessary, they feel uncertain as to the 
effect this may have on the short money 
rate structure and on the volume of 
commercial bank holdings of Govern- 
ment securities. It is widely appreciated, 
however, that the New York City banks, 
frequently referred to as the “Wall 
Street Banking System,” would be the 
institutions most seriously affected by a 
sharp limitation in the volume of. per- 
missible inter-bank deposits. 
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COMPARISON OF DOMESTIC INTER-BANK DEMAND DEPOSITS AND 
ADJUSTED DEMAND DEPOSITS 


September 28, 1938 


Federal Reserve Member Banks 
New York City member banks 


Chicago ...... abiegiaNe lois dholeis ae dae nee 


Reserve city banks 
Country banks 
Total—all member banks 


That the New York City banks are 
not the only banks interested in main- 
taining the existing inter-bank deposit 
structure is indicated in the accompany- 
ing table, which compares the domestic 
inter-bank demand deposits with the ad- 
justed demand deposits of the various 
member banks of the Federal Reserve 
System. 

The banks that hold inter-bank de- 
posits like to have them, although in a 
period of abnormally low money rates 
and large excess reserves such deposits 
would seem to offer slight opportunity 
for profit. Not only do such deposits 
make an important contribution to the 
size of the gross deposit item, which is 
generally considered by the public an 
index of the importance of a commer- 
cial banking institution, but in normal 
conditions they contribute to the earn- 
ings of the bank. The Research Coun- 
cil of the American Bankers Association 
has found, from a detailed study of the 
operation and earnings of more than 
700 banks over a period of years, that 
a soundly operated bank should produce 
net earnings on inter-bank deposits at 
the rate of at least 1 per cent. per an- 
num on the average deposits. It is 
undoubtedly true that earnings on inter- 
bank deposits were on a considerably 
higher scale in the period prior to 1929, 
when such deposits were only 60 per 
cent. of the present volume, than they 
have been over the past several years. 


Other Advantages of Correspondent 
Relations 


Moreover, the banks that keep bal- 
ances with correspondent banks in the 
more important business centers seem to 
feel that the arrangement is a profitable 


476 


Domestic Inter-bank Adjusted Demand 
Demand Deposits Deposits 


(In Millions of Dollars) 


7,026 
1,585 
7,078 
5,908 

21,596 


one for them. Thus banks which are 
not member banks of the Federal Re- 
serve find that their correspondents pro- 
vide them with facilities for clearing 
and collection of checks and for obtain- 
ing currency, and they also feel that 
their city correspondents will furnish 
them any necessary aid if they happen 
to be under pressure. Banks which are 
themselves members of the Reserve Svs- 
tem find their correspondents useful in 
furnishing a multiplicity of services and 
a substantial body of information which 
would otherwise be either impossible or 
too costly to obtain. Thus one large 
city institution examines the bond port- 
folio of its correspondent banks twice 
a year, reporting minutely on each 
bond, and also supplies the banks with 
a weekly bond quotation service. And 
in spite of their membership in the Re- 
serve System many member banks still 
prefer to look first to their correspond- 
ent city banks when they are in a tem- 
porarily embarrassed position. 


Are These Relations Threatened? 


Those who are busily preparing argu- 
ments for the continuance of the inter- 
bank deposit banking business as it is 
now conducted ought to ponder care- 
fully- the arguments suggested in oppo- 
sition by the chairman of the Federal 
Reserve Board at the April, 1938, hear- 
ings on the bill providing for Govern- 
ment ownership of the Federal Reserve 
banks. Mr. Eccles at that time said: 

The principal inducements that the Fed- 
eral Reserve System offers to non-member 
banks are, first, the prestige of member- 
ship ... and, second, the definite assurance 
to the banks themselves that they can al- 
ways obtain accommodation from the Fed- 
eral Reserve banks. 
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It is well known that correspondents are 
likely to be under pressure themselves at a 
time when their correspondent banks want 
help and that it may be difficult for them 
to get help in that way. In addition, facili- 
ties for clearing and collection of checks 
and other items and for obtaining currency 
are provided to member banks. It is true 
that in most cases non-member banks may 
obtain similar facilities through city corre- 
spondents, but the correspondents are aided 
in providing them by being members of the 
Reserve System. Balances required to be 
carried by country banks with city corre- 
spondents, in order to obtain these priv- 
ileves, have resulted in building up the im- 
portance and dominance of large city banks 
in our financial structure. 


In this connection it should be noted 
that in an article in the November, 1938, 
issue of the Federal Reserve Bulletin, 
on “The History of Reserve Require- 
ments for Banks in the United States,” 
bankers are reminded that among the 
purposes of the Federal Reserve Act 
were the centralization of reserves and 
the reduction or elimination of balances 
held by banks in financial centers for 
their correspondent banks. 


Present Interest in the Problem 


The recent revival in interest in the 
inter-bank deposit problem is undoubt- 
edly due to the movement of inter-bank 
deposits in 1937 and the credit deflation 
that occurred in that year. The de- 
pyramiding of inter-bank deposits in the 
early months of that year exerted a de- 
flationary influence on the credit struc- 
ture at a time when the Federal Reserve 
authorities were attempting to control 
the credit and business situation and to 
prevent the instabilities incident to an 
inflated situation from developing. To 
a degree that it is impossible to meas- 


ure, the depyramiding of inter-bank de- 
posits turned what the Reserve author- 
ities had intended to be merely a 
control measure into an instrument of 
excessive credit deflation. That the con- 
trol measures adopted would have had 
decidedly less serious deflationary im- 
plications if inter-bank deposits had not 
been permitted to rise so sharply in the 
previous few years is the conclusion that 
an impartial observer might well reach 
after a careful survey of the banking 
statistics for the period. 


What Happened in 1937 


The significant changes in the bank- 
ing position in 1937 stand out clearly 
in the items of inter-bank deposits, ad- 
justed demand deposits, investments, 
and excess reserves with the Federal Re- 
serve System, which are presented in the 
table below. 

It may not be clear to some why there 
should be any necessary relationship 
between the withdrawal of inter-bank de- 
posits and the extensive deflation that 
developed in 1937 in member bank 
credit as evidenced in both bank invest- 
ments and adjusted demand deposits. 
Yet it is not difficult to understand why 
the withdrawal by correspondents of 
their deposits with the larger city insti- 
tutions will bring with it a deflation of 
the volume of outstanding bank credit, 
unless the city banks themselves take 
steps to counteract the deflation. If, 
however, the city institutions should not 
take such measures, but should also 
adopt a deflationary policy such as 
would be involved in liquidating part 
of the investment portfolio because of 


CHANGES IN THE BANKING POSITION IN 1937 
(In Millions of Dollars) 


Domestic 
Inter-bank 
Demand Deposits 
12/31/36 12/31/37 
New York 
City 
Chicago 
Reserve city 
banks .. 2826 
Country 
banks 


Member 
Banks 


12/31/36 


. 2493 
599 


2108 
528 


6929 
1554 


2389 7126 


483 412 6039 


Adjusted 
Demand Deposits 


12/31/37 


6111 
1438 


6870 


5968 


Excess Reserves 
with F. R. 


12/31/36 


Investments 


12/31/36 12/31/37 12/31/37 


5425 
1467 


4640 697 305 


175 80 
7000 


675 366 


5747 319 
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fear of a change in the investment trend, 
the adverse influence of the withdrawal 
of inter-bank deposits on the existing 
credit and business situation would be 
immeasurably increased. 


Let us assume, for example, that the 
New York City banks have to meet a 
withdrawal of 500 million dollars by 
their correspondents. The New York 
banks may do either one of two things. 
They may (1) allow their reserves at 
the Federal to fall in an amount suff- 
cient to equal the withdrawals, or (2) 
they may liquidate enough of their assets 
to equal the amount of the correspond- 
ent withdrawals. The policy that the 
New York banks will follow will de- 
pend not only on the aggregate volume 
of their reserve balances, but also upon 
the volume which they prefer to hold 
idle. Normally, if the New York banks 
have large excess reserves and if the loss 
of reserves incident to correspondent 
withdrawals would still leave an excess 
sufficient to meet all further anticipated 
requirements, no deflation of bank credit 
should result. If, however, the New 
York banks feel that their excess reserve 
position is not favorable in view of un- 


certain domestic and foreign develop- 
ments, and if they have no desire to go 
into debt at the Federal to build up 
their reserve position, a substantial with- 
drawal of deposits by correspondent 
banks will result in the New York banks’ 
turning part of their most liquid assets 


into cash. If the correspondent banks 
would take Government securities held 
by the New York banks, there would of 
course be a reduction in the aggregate 
volume of inter-bank deposits, but there 
would be no general reduction in the 
outstanding volume of the country’s 
money supply which takes the form of 
other than inter-bank deposits. But since 
the correspondent banks want cash to 
bolster their own reserve or cash posi- 
tion, the New York banks must sell se- 
curities in the open market. Such secu- 
rities are bought by the public with their 
bank deposits. The result is that New 
York City bank investments go down, 
and the bank deposits, both of banks 
and the public, go down. This happened 
in 1937 not only with the New York 
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banks, but also in Chicago and the re- 
serve city banks. 


Prevent O'verexpansion 


Obviously, the best method of avoid- 
ing the serious consequences incident to 
a credit deflation arising from large- 
scale withdrawal of inter-bank deposits 
would be to prevent the development of 
a condition of overexpansion in the vol- 
ume of outstanding inter-bank deposits. 
For it is the excessive rate of growth 
of inter-bank deposits outstanding in the 
principal financial centers that resu'ts 
both in inflating the volume of bank ii- 
vestment portfolios that must take the 
form of short maturities, and in forcing 
the level of short-term money rates to 
absurdly low levels. Thus, for exampie, 
if the correspondent banks send to New 
York say 500 million dollars for <ie- 
posit, the result will be that the New 
York banks, after allowing for the in- 
crease in reserves required against the 
new deposits, and assuming no excrss 
reserves, will have about 385 millions 
available for increasing their loans and 
investments. Because the handling and 
servicing of these due-to-bank deposits 
involves a degree of expense, the banks 
will endeavor to put these funds to 
work, and if they succeed in doing so, 
their assets other than cash will show 
an increase. A period of abnormally 
rising inter-bank deposits is a period 
when the correspondent banks outside 
the larger financial and business cen- 
ters experience difficulty in finding 
profitable outlets for the increased capi- 
tal accumulations of their customers 
which take the form of bank deposits. 
It is similarly a period when the larger 
banks are finding their deposits increas- 
ing rapidly and they are hard put to 
obtain profitable outlets for their loan- 
able funds. The result is that there is 
tremendous pressure on the money rate 
structure in the leading money centers 
resulting from the abnormal accumula- 
tion of the country’s idle funds in the 
form of bank deposits on the books of a 
relatively small number of institutions. 


(Note: In the July issue of THE BANK- 
ERS MAGAZINE, another article by Dr. 
Woolfson will continue this discussion of 
the inter-bank deposit problem.) 
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Have your Personal Loans 


Insured by 


a company that specializes in that type 


of insurance exclusively 


Ovp Repustic Crepir Lire [NsuRANCE Company pioneered in 
adapting credit life insurance to the needs of commercial banks with 
Personal Loan departments. It specializes in this type of insurance 
exclusively. Its activities in this field are not mere side-issues, not a 
subordinate part of its business. Hence its service is expert, thorough. 

Hundreds of banks throughout the country are successfully using 
Old Republic’s simple, practical plan of insuring personal loans 
against the death of borrowers. It gives them 100% coverage on 
the unpaid balances due. It also protects the borrower’s family, his 
estate, and the co-maker or endorser. Yet it costs the banks nothing 
to install, nothing to operate. 

A valuable by-product of the plan is the good will that ensues 
when a bereaved family is notified by the bank that no further pay- 
ments on a personal loan will be necessary. Prompt notification to 
this effect is possible because Old Republic’s immediate check 
to the bank settles everything. 


Full particulars of Old Republic’s simple, efficient Plan 
will be supplied to any bank upon request. 


Old Republic Credit 


Life Insurance Company 
309 West Jackson Boulevard, (‘Aicago 


a 
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“HUMANIZING” THE ANNUAL 
REPORT 


By R. E. Doan 


RDINARILY, a bank’s annual re- 

port or statement of condition 

creates hardly a ripple in the 
stream of public consciousness. Being 
the usual drab, uninteresting collection 
of cold and rather meaningless figures, 
it brings little or no reaction from cus- 
tomer, director or stockholder. 

When a bank’s annual report draws 
nearly two hundred personal letters and 
comments, however, that’s a different 
matter—it demands attention. Such was 
the reaction to the recent report of the 
First National Bank in Palm Beach, 
Florida. 

In the form of a twelve-page booklet, 
written by Wiley R. Reynolds, president 
of the bank, the report was addressed to 
depositors, customers, stockholders and 
directors, who were “invited to become 
completely acquainted with our record 
made in 1938.” 

A comparison of capital structure for 
1936 and 1938 was given; also 1933 to 
1938 comparisons of deposit growth, 
book value of stock, net earnings per 
share, and number of accounts. As pos- 
sible reasons for the increase in number 
of accounts (approximately 300 per 
cent. increase from 1933 to 1938) Mr. 
Reynolds suggested: 


When a bank’s annual report 
draws nearly two hundred per- 
sonal letters and comments, it 
demands attention. 

Such was the reaction to the 
recent report of the First Na- 
tional Bank in Palm Beach, 
Florida, which is described in 
the accompanying article. 


“Perhaps it is because we have a frev 
parking space for our customers’ con- 
venience . . . perhaps it is because o! 
the bright and cheerful appearance o! 
our bank with its display of flower- 
during the season; perhaps it is becaus: 
we have a bank hostess who greet: 
everyone who enters the bank. . . .” 

Thus, in a friendly, informal wa 
the reader is made familiar with mam 
of the more unusual phases of the bank’: 
service. Throughout the report thi- 
same informal, conversational tone i- 
used 

Promotions within the organization 
are also noted as follows: 

“During 1938, Robert E. Conn was 
promoted from cashier to vice-president! 
in charge of public relations for the 
bank. Harvey R. Hitchcock was pro- 
moted from assistant cashier to cashier, 
Charles L. Pierce and Mrs. Hazel Gor- 
ham were elected assistant cashiers. 
These were all well deserved promo- 
tions. 

Explaining their policy of employing 
an auditing firm to make an independ- 
ent examination and audit of the bank’s 
condition during the year, the report 
states: “The directors have decided to 
have a similar independent audit made 
each year by a nationally known bank 
auditing firm, as they believe this type 
of examination to be of great value to 
the bank and its depositors.” 


Attention is similarly called to the 
insurance of deposits, recent additions 
of equipment, new services, member- 
ships in various organizations, etc. One 
item details the number, amount, aver- 
ages, and other information regarding 
the bank’s personal loan department: 
another informs the reader of the trust 
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department’s service and of the back- 
ground of the officer in charge. 


Questionnaire 


Of especial interest was the question- 
naire enclosed with each report. It be- 
gan with the suggestion: “You are in- 
vited to express your reactions to our 
1938 annual report and this form is 
offered for your convenience. Perhaps 
you would like to answer one or several 
of the following questions.” 

Four questions were asked: (1) what 
the recipient thought of the report; 
(2) how the bank’s services might be 
improved; (3) what new services might 
be added; (4) an opinion of the offi- 
cers and employees of the bank. 

The response? Ninety-two of these 
‘uestionnaires were filled out and re- 
turned. In addition to these, ninety 
letters were received regarding this re- 
port. Over a score of definite sugges- 
tions were made. 

What did the recipients think of this 
“humanized” annual report? Here are 
a few typical comments: 

“.. . of particular interest was the 
style in which it was written. The men- 
tion of minor items was especially in- 
teresting.” 

“_.. readable, interesting—a thought- 
provoking document.” 

“ , . the most unusual report I have 
seen, and should be very enlightening 
to your stockholders and customers.” 

“... one of the most interesting I 
have seen—it reads like a story.” 


Suggested Improvements 


Suggestions in response to the query 
“You might improve the bank’s present 
services by” included: a change in one 
of the bank forms (the change, will be 
made, for the suggestion was a welcome 
one); a recommendation that the bank 
could profit by stressing a certain point 
in its advertising; and many others of 
a constructive and helpful nature. 

A number of suggestions for new serv- 
ices which the bank might offer were 
forthcoming, and are being given con- 
sideration. 

To the query, “In general, my opinion 
of the officers and employees of the 
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bank is,” replies were enthusiastically 
laudatory. In many cases officers and 
employees were mentioned by name, and 
specific instances of courtesy or unusual 
service were recalled by the writers. 

As was to be expected, a few took 
this opportunity to air their views about 
banking in general, and to make sug- 
gestions based upon individual prob- 
lems or misunderstanding. For example, 
one man suggested that loan volume 
could be doubled by a reduction of in- 
terest rates, and stated “of course, I 
know all banks get 12 per cent.” One 
writer suggested that the bank endeavor 
to aid “the small struggling tradesmen 
if they are not sufficiently helped al- 
ready.” A small business man offered 
the suggestion that the bank should 
“write a letter to all your customers who 
are in business and ask them please not 
to cash checks. This would give them 
a powerful weapon to use in their dis- 
cretion when approached by strangers.” 

Even the few criticisms and sugges- 
tions based upon evident misunderstand- 
ing were considered worthwhile by the 
bank. These pointed the direction for 
future public education work in the 
community, and will prove valuable 
from that standpoint. 

The comments regarding this report 
illustrate the grateful public reception 
of such effort and show unmistakably 
that it is possible and worth while to 
humanize even such a routine form as 
an annual bank report. 


‘Your company is important, 
tremendously important, to its 
stockholders and employees and 
to the community in which it 
operates and pays taxes. 

‘‘Any opportunity that can be 
grasped to make clear its opera- 
tions, its problems, its value as 
a part of the community and the 
nation is decidedly worthwhile. 

‘Your annual report offers 
such an opportunity.’’ 


—From “Making the Annual Report 
Speak for Industry.” By James P. 
Selvage and Morris M. Lee (Mc- 
Graw-Hill). 





Presenting - - 


New York World’s Fair Bank 


IXTY-SIXTH office to be opened in 
Greater New York by the Manu- 


facturers Trust Company is at the 


New York World’s Fair. 


Serving as a banking depository for 
the World’s Fair itself, as well as for 
principal exhibitors, concessionaires and 
visitors, this office has especial facilities 
for letters of credit, travelers checks, 
hotel accommodations, travel services 
and general information. In addition, 
the Manufacturers Safe Deposit Com- 
pany provides vault and storage facili- 
ties twenty-four hours a day. 

Architecturally the office is in com- 
plete harmony with surrounding build- 
ings, and constitutes one of the most 
interesting exhibits at the Fair. Appro- 
priately enough, this exhibit deals with 
money and banking. 

The mural over the front entrance to 
the bank depicts the story of money as 
represented by gold. It shows gold in 
the mining process, gold going into the 
sorting and smelter plant, gold being 
weighed and minted and then finding 
its way into banks, after which it flows 
into the various channels of production 
and distribution, such as power trans- 
mission, utilities, transportation, avia- 


N. Y. World’s Fair Office, Manufacturers 


This is one of a series of short 
sketches of outstanding banks 
and bankers—calling attention 
to any unusual points in the his- 
tory, development or achieve- 
ments of the organizations and 
individuals presented. 


tion, shipping, 
ture, etc. 

The interior mural represents the 
evolution of money as a medium of 
exchange, beginning with the scalp of 
the red woodpecker used by Indians of 
the North American continent, the wam- 
pum made of beads or shells used by 
the Indians in a more advanced state, 
corn as a medium of exchange used at 
still another stage of monetary de- 
velopment, and finally the use of coins 
and the development of the modera 
banking system. 

The main banking floor is in circular 
shape, with a sixty foot diameter. To 
one side is a reception space for cus- 
tomers, comfortably furnished, which 
looks out through a large glass window 
upon a beautifully landscaped garden. 
Between this garden and the bank win- 
dows is an outdoor paved 
terrace fitted with seats. The 
walls of the interior are pre- 
dominantly white, supple- 
mented by a green door, 
aquamarine ceiling, and 
draperies harmonizing with 
these colors. 

One room of the office is 
given over to coin displays, 
and here, in lighted panels, 
are displayed oil paintings 
of George Washington, 
Thomas Jefferson and Alex- 
ander Hamilton, executed 
by Gilbert Stuart. 


railroads, agricul- 


Trust Co. 
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BANK COST ANALYSIS 


By C. A. FRAsIER 


President, Grinnell State Bank 
Grinnell, Iowa 


tion on one hand, and decreased 

income on the other, bankers have 
a problem in showing net profit in op- 
erations that is of the first magnitude. 
No matter how lofty its motives, the 
bank that continues to operate at a loss 
has its days numbered. More than that, 
it contributes to the destruction of the 
cood name of banking. 


i tapes increased costs of opera- 


Cost analysis is therefore of prime 
importance in modern banking. Through 
it, the bank can determine what part 
of banking operation is responsible for 
losses, and what must be done to elimi- 
nate these. 

Cost analysis is also so closely linked 
with service charges that many problems 
of establishing equitable schedules are 
solved if banks will first determine their 
per-item costs. 


Each year since 1934 we have con- 
ducted a per-item cost analysis in our 
bank. As a preface to an explanation 
of our method of arriving at a per-item 
cost, I will say that our bank, in more 
ways than one, is an average bank. 


Classification of Costs 


The first problem is to set up a: 


proper classification of operating costs. 
In the typical small bank, where duties 
overlap and where separate depart- 
ments are not maintained, there are four 
main types of service, and the cost of 
each of these needs to be separated as 
the first step in the determination of 
per-item costs. 

First: Handling commercial accounts. 

Second: Handling savings accounts. 
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‘*Cost analysis is of prime im- 
portance in modern banking. 
Through it, the bank can deter- 
mine what part of banking op- 
eration is responsible for losses, 
and what must be done to elimi- 
nate these,’’ says Mr. Frasier in 
this article, which formed the 
basis of an address before an 
Iowa banking group. 


Third: Operating safe deposit vault. 
Fourth: Making loans and _ invest- 
ments. 


In our program of establishing per- 
item costs, we first select an average 
month in the year for a per-item count 
of all items going through the bank. 
Then, we total and classify the entire 
twelve months’ expenses for that month 
and the eleven preceding months. In 
our instance, the last cost analysis was 
made for the month of April, 1938. Our 
total cost for the immediate preceding 
year was $21,398.57. After carefully 
setting up the individual items of this 
total, we arrived at the following con- 
clusions: 


Of the original amount, we.set up 


$10,655.42 as the cost of commercial ac- 
counts 
1,042.00 as the cost of savings accounts 
586.14 as the cost of safe deposit vault 
9,115.01 for loans and investments 


On the proper division of the operat- 
ing costs for the year depends the suc- 
cess or failure of the per-item cost 
analysis. Consequently, much time must 
be put into securing the proper division 
of the various items totaling the year’s 
operating costs. For instance, I will go 
into detail on some items as to the 


483 





These are the per-item costs 
arrived at by the Grinnell State 
Bank: 


Clearing items cost 
Checks-on-us cost 

Transit items cost 
Deposits cost 043372 
Drafts, etc., cost -162645 


‘‘Bankers have a problem, in 
showing net profit in operations, 
that is of the first magnitude. 
No matter how lofty its motives, 
the bank that continues to op- 
erate at a loss has its days num- 
bered. More than that, it con- 
tributes to the destruction of the 
good name of banking.’’ 


-010843 
043372 
021686 


method used in arriving at our division 
of the various costs: 


Our classification of operating costs 
is divided into the following subdivi- 
sions: 


Salaries 


Insurance (not on building) 
Safekeeping 
Public liability 
Vault service 
Blanket bond 
Furniture and fixtures 
Safe deposit vault 
Stationery and supplies 
Postage 
Telephone 
Depreciation on equipment 


Occupancy expense: 
Janitor 
Heat, light and upkeep 
Taxes (on building) 
Insurance on building 


Miscellaneous: 


Legal expense 
Advertising 
F. D. I. C. insurance 
Sundries 
Miscellaneous taxes: 
Unemployment tax 
Social security tax 
Capital stock tax 


I will now take the division of one 
of the items in making up the classifica- 
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tion of costs. For instance, our total 
stationery and supplies for the year was 


$1527.84. This was divided into: 


$1,097.84 to commercial accounts 
35.00 to savings accounts 
20.00 to safe deposit vault 
375.00 to loans and investments 


Another division was our Federal De- 
posit Insurance. Our total for the year 
was $711.34; $511.34 assigned to com- 
mercial accounts and $200.00 to savings 
accounts. This was a very easy item to 
separate for the reason that we could 
make the 1/12th of 1 per cent. charge 
directly to commercial accounts and the 
same to savings accounts. Briefly, this 
will give an idea as to the method we 
pursue in breaking down our operating 
costs. 

Actual Costs 


As previously mentioned, our totil 
cost for the year was $21,398.57, or a 
total cost of $1,783.21 for the month. 


A total cost per month for commer- 
cial accounts 

A total cost per month for sav- 
ings accounts 

A total cost per month for safe de- 
posit vault 

A total cost per month for loans 
and investments 


$888.00 
86.83 


48.55 


Please keep in mind the monthly cost 
of the savings accounts and the safe 
deposit vault, as some rather astounding 
results are derived therefrom. 

It costs different amounts to handle 
the various types of items going through 
a bank. Checks on other banks in the 
same town, or clearing items, are the 
cheapest items to handle, and are there- 
fore used as a unit of cost. Because of 
the record that must be kept and because 
of postage charges, it usually costs 
twice as much to handle a transit item. 
The approximate cost of handling 
checks on us, and deposits, is about 
four times the cost of clearing items, 
because of additional handling and 
bookkeeping. The cost of issuing drafts, 
cashier’s checks, money orders, cer- 
tificates of deposit, and expense checks, 
varies, and it is difficult to place them 
on any ‘basis that will compare with 
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other items. It is believed that a safe 
policy, where it is not possible to segre- 
gate these items and compute the unit 
cost separately, is to assume that they 
cost a least fifteen times as much to 
handle as clearing items. 


Units of Cost 


With these facts in mind, it is pos- 
sible to reduce the items to “units” of 
cost. Thus: 


In our bank, we handled items as 
follows during the month of April, 1938 


5,544 clearing items 
11,021 checks on ourselves 
4,376 transit items 
4,686 deposits 
318 drafts, cashier’s checks, etc. 


Reducing these items to units gives 


id. 


5,544 clearing item units 

14,084 units for checks on ourselves 

8,752 units for transit items 

i8,744 units for deposits ‘ 

1,770 units for cashier’s checks, drafts, etc. 
Or a total of 

$1,894 units for the month of April, 1938. 


Per Item Costs 


It will be observed from the classi- 
fication of operating costs that the an- 
nual cost of the “commercial depart: 
ment” is $10,655.42 in our bank. This 
would amount to $888.00 per month. 
Dividing 81,894 units for the month of 
April into this amount, we arrive at a 
unit cost of .010843, which is the cost 
of handling one clearing item. From 
this, it is very easy to calculate the per 
item costs, as follows: 
Clearing items cost 
Checks on us cost 
Transit items cost 
Deposits cost 
Drafts, ete., cost 


162645 

Our average investments for the year 
preceding April, 1938, including capital 
funds, totaled $929,231.00. Less reserve, 
float and fixed assets of $130,481.00, 
leaves a net average amount invested of 
$798,750.00. 

Our interest income during that year 


was $29,746.20; deducting the cost of 


making loans and _ investments, or 
$9,115.01, leaves a net income for the 
year from invested funds of $20,631.09, 
giving us a percentage earning ratio of 
.0258. 

In our safe deposit department, as we 
have set up and analyzed the cost of 
this department, it gives us a cost of 
$586.14 per year, or a montnly cost of 
$48.84. For the previous year, we re- 
ceived an annual rental of $680.50. 

We have three sizes of boxes: 


The small size renting for 
The medium size renting for 
The large size renting for 


$1.50 
2.50 
3.50 


plus 10 per cent. tax in each instance. 
This gives us a per-box, actual cost of 
$1,23 on the small size 


246 on the medium size 
3.70 on the large size 


This department gave us a net profit 
of $96.09 for the twelve-month period. 


Savings Account Analysis 


According to our set-up last year, we 
find a rather surprising situation. For 
the year from April, 1937 to March, 
1938, inclusive, our average savings de- 
posits were $237,471.71, which would 
net us, after deducting 15 per cent. for 
reserve and float of $35,625.00, a bal- 
ance of approximately $202,000. Net 
income being 214 per cent. or $5,050.00 


‘“‘Today banks and bankers 
are on the spot. We are faced 
with increased governmental 
control. We are faced with po- 
litical propaganda being given 
out to the metropolitan press 
which we, as bankers, must meet. 

‘*We must be in a position to 
answer, intelligently, questions 
put to us by our customers in 
relation to our own business in 
a way that will leave no doubt 
in their minds as to the financial 
soundness of our institutions, 
and that our service charges are 
just and proper.’’ 
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for the year. From this, we deducted 
the operating costs for the year of 
$1,042.00 and the interest at the rate 
of 2 per cent. which we paid, or $4,040. 
Thus, we arrive at the conclusion that 
our savings department was operated at 
a loss of $32 for this year. 


Service Charge vs. Cost Analysis 


I am going to give you an example 
of our present system of service charges, 
and using our exact cost analysis on the 
same account, will then give you the 
result: 


The account to which I refer has 
an average balance of 

A daily average float of. .$675.00 

Legal reserve of ........ 287.00 


$1,913.00 
962.00 


Leaving a net earning balance 

of $ 951.00 
Interest income on this bal- 

ance for one month at 

| eee 
Exchange paid of 3 cents 

per item, per hundred, 

at the window 


Makes a total gross in- 
come for the month of $11.03 on this 
account 


The cost .of the account is figured as follows: 
18 clearing items at 1 cent 
270 transit items at 3 cents 
144 checks on us at 3 cents 
26 deposits at 5 cents 


Making a total cost of operating of $13.00 
for this account, under our service charge 
system, and showing a net loss on the ac- 
count of $1.97. 


Under Our Cost Analysis, we would 
find a net loss for the month of April, 
after deducting the cost, of $1.56, or a 
difference of 41 cents between the two 


systems. I merely set this up to show 
how closely the two systems operate in 
our bank. 


Results 


Our work in arriving at a per-item 
cost analysis of our bank, has had a 
two-fold result. 

First, giving our employees a work- 
ing knowledge of actual per-item cost 
of doing business. 
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Second, it has “saved the day” in a 
great many instances when our custom- 
ers began to ask questions relative to 
our present service charge. 


To give you a concrete example: The 
holder of one of our larger accounts 
came to us and asked if there was any 
way in which he could reduce these serv- 
ice charges. We happened to have a 
cost analysis of this particular account, 
and went over it carefully with him. 
As a result, this customer left the bank 
completely satisfied with our service 
charges. In fact, we increased the per- 
month charge in addition to the regular 
charge, from $5 to $9, making the ac- 
count show us a slight profit. This 
charge, in addition to the regular clear- 
ing, check and transit charge. 

In our experience in assessing service 
charges, we have found that no customer 
wants the bank to handle his account 
at a loss. I think you will agree with 
me that service charges and cost 
analyses are so interwoven, that no bank 
ean successfully install a ‘set of service 
charges without first having a complete 
and thorough knowledge of the actua! 
per-item cost of doing business. 

No two banks will have the same per- 
item cost, for the reason that there are 
so’ many variations—so much difference 
in the individual items handled by dil- 
ferent banks. In some communities a 
bank will handle 4000 or 5000 items 
per month; and in another community, 
not very far away, a bank of the same 
size will handle perhaps twice this num- 
ber of items per month. 


Let me again repeat that today banks 
and bankers, and particularly independ- 
ent unit banks, are on the spot. We are 
faced with increased governmental con- 
trol. We are faced with political 
propaganda being given out to the 
metropolitan press which we, as bank- 
ers, must meet. 


We must be in a position to answer, 
intelligently, questions put to us by our 
customers in relation to our own busi- 
ness in a way that will leave no doubt 
in their minds as to the financial sound- 
ness of our institutions, and that our 
service charges are just and proper. 
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THE VALUE OF A PUBLIC 
RELATIONS JOURNAL 


By Witu1am Eart Martin 


Public Relations Counsel 
industrial Federal Savings and Loan 
Association 

Denver, Colorado 


A PUBLIC relations journal is one of 
{\ the ideal ways of promoting good 
will and informing the public of 

the standards of the institution. 

Mind you, I say it is one of the ideal 
ways. It is not the only way. It is not 
to be considered as a means of discon- 
tinuing other forms of advertising, such 
as newspaper and radio. It’is too spe- 
cialized a medium to do the entire job. 
It is also considerably too expensive, if 
the public relations journal is properly 
prepared. But for the maintenance of 
customers now on the books, and to fur- 
ther the interest of a selected group of 
hoped-for customers, this medium pro- 
vides the answer over a long pull. 

These are some of the things the pub- 
lishers of the Open Door, the public 
relations journal of the Industrial Fed- 
eral Savings and Loan Association of 
Denver, have found to their complete 
satisfaction during the years in which 
their journal has been published. 

It all began back in 1938, when a 
four-page quarterly was first born. This 
quarterly was 99.9 per cent. pure and 
unadulterated savings and loan news. 
A typical copy lies before me as I write 
this message. The first page was given 
to a story headed “Your Association 
Wants Good Loans.” Page two carried, 
in addition to a “Personal” column re- 
lating to the employees, a story headed 
“National Recovery Act Brings New 
Test of Character,” and “A Sound Pro- 
gram for Financial Independence.” Page 
three included a “Financial Statement” 
of the institution, with several notices 
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A number of financial institu- 
tions throughout the country is- 
sue public relations journals— 
magazines intended for public 
distribution. 

One of the most attractive of 
these is THE OPEN DOOR, and 
in the accompanying article the 
editor discusses format, paid ad- 
vertising, circulation, cost and 
results. 


to members, while page four was de- 
voted to “Borrowing Members Use Tax 
Reserve Plan.” It was printed on 
colored bond paper, and carried no il- 
lustrations. 

It was called The Open Door then as 
now, and was mailed in a similar man- 
ner. Nothing very startling in this early 
“typical,” we believe you will agree. 
However, it may be remembered that 
“mighty oaks from little acorns grow,” 
and this adage has certainly proven to 
be true, as illustrated by the present 
Open Door. 


Modern Format 


Only the name, nothing else, is recog- 
nizable in the present publication. From 
its meager beginning it has now grown 
to an enameled paper and amply illus- 
trated twenty-four page monthly pub- 
lication, with two-color treatment on 
ouside and inside cover pages, both 
front and back. 

Definite consideration is given to the 
cover illustration, and the photography 
must be of the best. The illustration on 
the cover is generally related to one of 
the stories carried in the issue and must 
rate a high percentage of appeal. As 
an example, the front cover of a recent 
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A recent front cover of the 
“The Open Door.” 


issue carried a picture of the Denver 
Junior Symphony Orchestra. The “lead” 
story was entitled “Orpheus Has No 
Cause to Blush,” and was written around 
the Denver Symphony Society. 


Other stories in this issue were 
“Pump Priming” (a story of the Gov- 
ernment’s policy of public spending), 
and a story on the Colorado State Capi- 
tol, in addition to several other interest- 
ing items. This issue contained twenty- 
five illusrations and a striking cartoon. 
The advertising of the institution was 
carried on the inside front cover page, 
the inside and outside back cover pages, 
and a one-third column boost for the 
institution’s radio program. 


Paid Advertising 


Seven columns of paid advertising 
helped to defray the cost of this issue. 
Forty-six columns of printing space are 
possible in an issue, including the in- 
side front cover and the back cover. 
This issue had a total, including the 
institutional advertising, of a little over 
thirteen columns of advertising. At no 
time will there be more than a 40 per 
cent. ratio of advertising carried, in- 
cluding the cover pages. In other words, 
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there must be at least 60 per cent. of 
editorial and story matter in each issue. 

Advertising space is sold to preferred 
advertisers at the rate of $60 per page 
or a fraction thereof, the smallest 
amount of space acceptable being one- 
eighth page. It is now the practice to 
accept no advertisement which does not 
run in conformity with the columns, 
thereby assuring all advertisers of read- 
ing matter alongside their advertisement. 


Circulation 


The Open Door is mailed to a circu- 
lation list of 8000—comprised of over 
4000 savings investors of the Industrial 
Federal, 1700 borrowers, and the bil- 
ance to a selected list of business and 
professional men and women in the city 
who are desirable as customers of the 
institution. Only a small portion of the 
total printing each month is retained in 
the office for distribution to those who 
call and request the publication. 

The proof of the appeal of this pub- 
lic relations journal is in the frantic 
groans which are heard from some in- 
dividual on the mailing list who has 
failed to receive his or her copy of a 
current issue, due to change of mailing 
address or loss in the mails. 

The mailing list is checked after each 
mailing with all copies returned from 
the Post Office Department. The aver- 
age return per month, of copies upon 
which it is necessary to check new ad- 
dresses, is less than three-fourths of 1 
per cent. 


Cost 


The delivered cost of each magazine 
is seven and one-half cents, in addition 
to the time of the editor, who prepares 
the local stories and secures other ar- 
ticles which he deems of interest to the 
readers. The editor is also the institu- 
tion’s public relations counsel and ad- 
vertising manager. 

Comment on The Open Door has defi- 
nitely proven to the Industrial Federal 
the advantages of its publication, and it 
would take something similar to an 
earthquake to loosen its hold on those 
responsible for its existence. 
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MARINE 


INSURANCE 


By Henry F. Ko.ier 


HOUSANDS of transactions are 

handled daily in an unending circle 

in the commerce of the world, and 
in the transportation of the various 
commodities between nations marine in- 
surance plays a most important part. 
Every such interchange of goods cov- 
ered by commercial letters of credit 
specifically calls for insurance by either 
shipper or consignee. Items on open 
account or put through for collection 
eenerally have insurance papers at- 
tached. This has been standard prac- 
tice for many years. 

Too often customers Seal that the 
bank is over cautious in its attitude 
about the insurance and the risks cov- 
ered. And they object to insistence on 
additional coverage, little realizing that 
it will redound to their (own) benefit 
should the shipment be damaged while 
in transit. While the present govern- 
mental policy is the stimulation of for- 
eign trade it is particularly appropriate 
to consider the subject on a broad base. 

Marine insurance is a contract be- 
tween the shipper or owner of goods 
and the insurer, whereby the latter ar- 
ranges to indemnify against loss or 
damage to the merchandise while in 
transit between countries upon payment 
of a stipulated premium; the amount 
not exceeding the sum mentioned in the 
policy—the damage arising from perils 
of the sea, fire or other specific causes 
mentioned in the policy. Few export- 
ers realize that beyond the possibility 
of loss or damage to a particular ship- 
ment, if disaster or casualty overtakes 
the vessel on which the merchandise is 
being transported, the exporter will be 
held liable for his proportion of the ex- 
traordinary losses or expenses that the 
owner or agents incur for the good of 
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Marine insurance is of interest 
mainly to the foreign depart- 
ment of a bank. However, some 
familiarity with the problems 
involved is worth while for every 
banker dealing with customers 
who do import or export busi- 
ness. The author presents a few 
of the details with which bank 
foreign departments are con- 
fronted daily. 


all concerned. There is a maritime lien 
arising from the law on goods until 
such time as general average assessment 
is paid. Even the simple marine insur- 
ance policy covering damage only if 
vessel be stranded, sunk, burnt or in col- 
lision provides for the payment of gen- 
eral average by the insurance company 
and the relative salvage charges if any 
are levied. The insurance company will 
either guarantee payment of such 
charges or, should the shipper pay 
these, it makes immediate refund of the 
cash deposit, which is usually 2 or 3 
per cent. of the cargo value, pending 
ultimate determination of the charges. 


Special Coverage 


Marine insurance provides against 
unusual occurences such as shifting of 
cargo, damage by sea water, collision, 
fire and similar casualties. Theft and 
pilferage are not covered but must be 
specifically provided for by additional 
clauses in the policies and certificates 
issued in connection therewith. Marine 
insurance also excludes loss, damage or 
expenses arising from capture, seizure, 
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‘‘Few exporters realize that 
beyond the possibility of loss or 
damage to a particular ship- 
ment, if disaster or casualty 
overtakes the vessel on which the 
merchandise is being  trans- 
ported, the exporter will be held 
liable for his proportion of the 
extraordinary losses or expenses 
that the owner or agents incur 
for the good of all concerned.’’ 


restraint, detention or destruction by 
governments or peoples, riots, insurrec- 
tions, hostilities, or war-like operations, 
whether before or after the declaration 
of war, whether lawful or unlawful, 
whether by any belligerent nation or 
Government or any unauthorized agents. 
All these contingencies must be covered 
specially and usually the shipper pays 
additional premiums depending on the 
circumstances of the shipment. In 


marine insurance, the insurer contracts 
only to insure damages caused by perils 


and risks named in the policy and sub- 
ject to limitations, restrictions and 
conditions enumerated. Hence it is evi- 
dent that in this field the insurance is 
based upon fair dealing and an ade- 
quate statement of all the facts pertinent 
to the shipment. Where a loss is apt 
to occur, it is cheaper in the long run 
to have provided the additional insur- 
ance coverage rather than suffer the loss 
even though additional premiums are 
paid. 
‘Open Policy’’ 


Most of the shipments made are un- 
der “open policy” which is the contract 
between insurance company and ship- 
per whereby all shipments made by the 
assured are insured immediately and 
automatically when the goods leave the 
factory or warehouse at the initial ship- 
ping point, either on the seaboard or 
in the interior, and remaining in force 
continuously during the ordinary course 
of transit until delivered at the ware- 
house at destination. Shipments must 
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be advised as soon as possible to the 
insurance company and premiums on 
all shipments must be paid at the end 
of each month in accordance with the 
schedule attached to the policy. 

The term “ordinary course of transit” 
has not just been inserted haphazardly. 
It has a very special meaning, and the 
insurance company will not be respon- 
sible for damage caused by unusual de- 
viations of a voyage or loss caused by 
delay. For instance the ordinary course 
of transit would be through the Panama 
Canal for the Far East from New York. 
If the merchandise proceeded by any 
other route the insurance would not be 
in effect unless previously advised tv 
the company. 


‘*Average’’ Insurance 


The term average applied to marin 
insurance signifies a loss less than tota! 
resulting from sea damage. Genera! 
Average means a loss arising from sac- 
rifice or extraordinary expense pur- 
posely made for the preservation of th: 
ship and cargo from danger. It is a 
loss which is sustained for the benefit 
of all and to equalize this, all con- 
tribute. Particular Average falls on the 
particular shipment of one merchant 
and the ordinary policy excludes 
claims for particular average unless 
specifically provided. In _ Particular 
Average insurance there is generally a 
franchise of a stated per cent., which 
means that if the loss or damage is less 
than that per cent. there is no claim 
but losses above that figure are insured 
against the risks as stated. 

In interpreting a marine insurance 
policy it is to be noted that the con- 
ditions are modified by the printed 
clauses attached to the policy and these 
in turn by the typewritten or hand writ- 
ten portions and then by any slips at- 
tached to the policy. The strikes and 
riots clauses and war risk clauses are 
generally special slips attached to the 
individual policy or certificates, except 
in cases where a new policy is written 
to provide coverage for war risks. 
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Forms Used 


The insurance company will gener- 
ally provide the insured with blank cer- 
tificates to be used and countersigned as 
needed. This obviates the necessity of 
writing a new policy each time a ship- 
ment is made. The certificate contains 
all the pertinent facts regarding the 
shipment such as marks and numbers, 
corresponding to the bills of lading, its 
value, origin and destination, carrier 
and connecting steamers, etc. It is 
usually issued in duplicate, with an ex- 
tra copy for the insurance company. 
These are evidence that the merchandise 
is insured while in transit. Like bills 
of lading they should be made out for 
the loss to be payable to the assured 
and endorsed in blank. Thus the loss 
will be payable to the holder of either 
policy or certificate. 

To establish a loss, the insured must 
present evidence of the following 
nature: 

1. That the insured has an insurable 
interest in the subject matter at the time 
of loss. 

2. That the loss was caused by a peril 
insured against. 

3. That the loss cccurred during the 
period of insurance. 

4. To what extent the goods were 
damaged. 

5. That the amount claimed currently 
represents the liability of the insurer 
under the terms of the contract. 


Loss Documents Required 


To support the contention that the 
loss is within the terms of the insurance 
contract the following formal documents 
are required: 

1. Proof of circumstances and causes 
of the damage: Usually this is an ex- 
tended protest of the master of the ves- 
sel although companies will accept a 
notarial or duly certified copy of the 
vessel’s log. 

2. Original invoice covering the mer- 
chandise. 

3. Original Bill of Lading covering 
the shipment or, if in warehouse, the 
warehouse receipt. 

4. Report of the survey of the cargo. 
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5. If the cargo was sold at auction, 
the original account of the sale. 

6. Policy or certificate of insurance 
and all copies, endorsed. 

It should be noted in passing that 
the insurance company is under no ob- 
ligation to act in case loss or damage 
does arise. However, if prior to the 
survey, notice is given to the representa- 
tives of the insurance companies whose 
location is generally specified on both 
policies and certificates, the insurers 
will appoint surveyors of the cargo for 
damage and they will act for the in- 
surance company. Whether the policy- 
holder knows it or not, marine insur- 
ances contain a clause known generally 
as “Sue and Labor”—which under the 
terms of the marine insurance contract 
authorizes the insured to take any neces- 
sary steps to protect and safeguard the 
property insured without in any way 
prejudicing the rights given him under 
the policy, the underwriters for their 
part, agreeing to reimburse and pay the 
resultant expenses. This clause permits 
the insured to act at the time of loss 
on his own intiative exactly as he would 
if the goods were not insured, using 
every available means to protect the 
property and save it from damage. 


Foreign Banking Committee Rules 


The Committee on Foreign Banking 
in New York in 1920 and again in 1934 
made only one rule in regard to insur- 
ance—that the term “insurance” shall 
mean either policy or certificate and 
that broker’s cover notes would not be 
acceptable unless specifically provided 


“It will be readily seen that 
some knowledge of marine in- 
surance is essential for the bank 
officer and the foreign depart- 
ment employee. Many times a 
loss can be saved by advising a 
customer of additional risks 
which should be covered. By so 
doing, the banker serves his 
client in a most valuable 
manner.’’ 





for in the letter of credit. However 
they have recently provided as follows: 
“Banks may accept either policies or 
certificates issued by companies or their 
agents, by underwriters or eventually 
by brokers.” “The minimum insured 
value must be the C. I. F. value of the 
goods in so far as it is possible to 
check it by mieans of the documents 
tendered, but in no case should it be 
less than the amount of the settlement 
or than that of the invoice if the latter 
be higher.” “Failing instructions as to 
the risks to be covered, banks will ac- 
cept insurance documents as presented 
providing that these cover the goods 
against transportation risks.” “When 
a credit stipulates ‘Insurance Against 
All Risks,’ banks can in no way be 
held responsible if any particular risk 
is not covered.” 

In this connection it must be empha- 
sized that Particular Average insurance 


is not insurance against all risks: All 
risks generally covers fresh water, 
breakage, extraordinary ullage and 
damages due to exposure. Marine in- 
surance is based upon the assumption 
that the cargo is under deck. Where 
shipments are made on deck, a declara- 
tion of this fact must be made and an 
additional premium paid if assessed. 

These are merely a few of the prob- 
lems with which the men handling such 
documents are confronted daily in their 
examinations of the papers presented in 
connection with commercial letters of 
credit or collections. It will be readily 
seen that some knowledge of marine 
insurance is essential for the bank offi- 
cer and the foreign department em- 
ployee. Many times a loss can be 
saved by advising a customer of -addi- 
tional risks which should be covered. 
By so doing, the banker serves his client 
in a most valuable manner. 


THE FEAR OF WAR 


WE have formidable and baffling prob- 
lems facing us and urgently demanding 
solution. 

The difficulty in meeting these prob- 
lems is greatly increased by the want 
of confidence due to the fear of war. It 
would be foolish to minimize the grav- 
ity of this. It is plain for the whole 
world to see. 


There is perhaps one comment which 
may usefully be made. The greatest 
danger of all—the danger which would 
be fatal—will be for the democracies 
to allow themselves to be panicked into 
a state of mind where their business life 
becomes slowed down by the fear of 
war. In England, notwithstanding their 
closeness to grave dangers, they carry 
on with remarkable calm. Some of us 
can remember the boast, perhaps rather 
vain as it afterwards turned out—which 
was widely used in England in the 
autumn of 1914—“Business as usual.” 
Whatever we may think of its use then, 
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surely it would be a good slogan for 
us today. 

Further, it seems to me that we should 
look at the situation quite squarely and 
should realize two things. In the first 
place, though we may well hope to 
escape the actuality, we are not likely 
to be free from the fear of war for 
many months. In the second place, if 
we allow our energy and initiative to 
be paralyzed by fear we shall be going 
far to destroy the economic advantage 
which is the great strength of the 
democracies. 

It seems clear that what we have to 
do is to recapture something of the 
mental attitude we had in 1914 to 1918. 
We may still hope to escape war, but 
should realize that our best chance of 
escaping it is to summon up now the 
qualities of courage and fortitude which 
we shall indeed be forced to summon up 
if it should come.—J. M. Macdonnell, 
general manager, National Trust Com- 
pany Limited, Toronto. 
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THE COMPTROLLER’S OFFICE 


By Preston DELANO 
Comptroller of the Currency 


HE Comptroller’s Office is concerned 

these days because there have been 

allegations that its examiners, 
through their influence upon national 
banks, are responsible for an undue con- 
striction of industrial credit. 

I do not think this is so. I think such 
charges and the corollary assertion that 
ithe banks are refusing legitimate credit 
to industry are the result of confusion 
of mind as to the true nature of the 
banking function. 

Of course, I cannot speak with 
thority on .the question whether 
banks or even all national banks are 
taking full advantage of all their op- 
portunities to make sound loans. In 
the Comptroller’s Office we deal offi- 
cially with loans that are made, not with 
applications. that are turned down. But 
[ have had occasion to analyze some 
complaints of refusal of credit, and I 
have found that the complainants gen- 
erally didn’t make any showing of elli- 
gibilty for bank loans, but instead re- 
vealed their need or their desire for 
additional risk capital. They were ask- 
ing, in fact, not for credit, but invest- 
ment in their businesses. 


au- 


all 


Dearth of Risk Money 


Answering an inquiry addressed to 
me during a meeting of industrial lead- 
ers in Washington the other day, I took 
the liberty of pointing out to them that, 
in my judgment, so far as there is a 
dearth of funds available for business 
and industry today, it is a dearth of 
risk or venturesome money and not a 
dearth of bank credit. I say this with 
the qualification that there are naturally 
different kinds and temperaments of 
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The Office of ‘the Comptroller 
of the Currency ‘“‘is the oldest 
supervising agency of the Fed- 
eral Government. During its 
seventy-six years of existence it 
has evolved methods and prac- 
tices which give it dignity and 
tradition. It has an efficient staff 
and a valuable esprit de corps. 
It would be difficult to transfer 
these very real assets to other 
agencies and the abolition of the 
Office would accomplish no econ- 
omy or simplification of admin- 
istration to compensate for the 
loss. 

‘*It seems clear to me that the 
extinction of the Comptroller’s 
Office would be a distinct blow 
to the prestige of the national 
banks and might even imperil 
the existence of our dual bank- 
ing system. 

“In my judgment it would be 
a backward step for this Office 
and its staff not to be preserved 
in its present form,’’ says Pres- 
ton Delano, Comptroller of the 
Currency, in this article which 
formed a portion of his recent 
address before the North Caro- 
lina Bankers Association conven- 
tion. 


bankers, just as there are different kinds 
of business men. Some, of course, will 
be more alert than others to take full 
advantage of their opportunities to give 
service to their communities and to for- 
ward the interests of their banks within 
the limitations of sound banking. 

We need not be astonished at this lack 
of venturesome capital. It is the legiti- 
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*‘Let no loans be made that 
are not secured beyond a reason- 
able contingency. Do nothing to 
foster and encourage specula- 
tion. Give facilities only to 
legitimate and prudent transac- 
tions. Make your discounts on 
as short time as the business of 
your customers will permit, and 
insist upon the payment of all 
paper at maturity. Never renew 
a note or bill merely because you 
may not know where to place 
the money with equal advantage 
if the paper is paid. In no other 
way can you properly control 
your discount line, or make it at 
all times reliable... . 


‘‘Pursue a_ straightforward, 
upright, legitimate banking busi- 
ness. Never be tempted by the 
prospect of large returns to do 
anything but what may be prop- 
erly done under the National 
Currency Act. Splendid finan- 
ciering is not legitimate banking, 
and splendid financiers in bank- 


ing are generally either humbugs 

or rascals,’’ 

—Hugh McCulloch, first Comp- 
troller of the Currency. 


mate result of these last twenty-five 
years of war, speculation, depression 
and the world disorder created by the 
present threats of unreasoning force. 
And I suppose we should not be aston- 
ished when there results an attempt to 
have banks enter the field in order that 
someone may take up the burden. But 
here is an outpost which should be 
held. The risk section of our economy 
is not a proper place for the employ- 
ment of deposit money. The providing 
of venturesome capital is a very neces- 
sary function, but it is a job for the 
entrepreneur, not the banker. 

The Office of the Comptroller of the 
Currency is deeply interested that every 
consideration be given to applications 
for credit to the end that no proposal 
be denied a hearing and no proper re- 
quest be refused. 
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Extinction of Comptroller’s Office 


There is another matter under current 
discussion concerning which we of the 
Comptroller’s Office feel strongly. We 
approach it with some diffidence. It is 
not as important as those vital prin- 
ciples which have been briefly touched 
upon, but in a way it is important as a 
symbol of something fundamental in the 
organization of American banking. | 
refer to my own office of the Comp- 
troller of the Currency and the proposal 
to abolish it, with transfer of its func- 
tions to other agencies of the Federal 
Government. 

It is always difficult to be disinter- 
ested in such a situation. I doubt if I 
can be entirely so in this instance. How- 
ever, my own connection with the office 
is so recent that I may with propriety 
discuss certain features of the proposal 
which seem to me significant. This 
office is the oldest supervising agency 
of the Federal Government. During its 
seventy-six years of existence it has 
evolved methods and practices which 
give it dignity and tradition. It has an 
efficient staff and a valuable esprit de 
corps. It would be difficult to transfer 
these very real assets to other agencies 
and the abolition of the office would 
accomplish no economy or simplifica- 
tion of administration to compensate for 
the loss. 

It seems clear to me that the extinc- 
tion of the Comptroller’s Office would 
be a distinct blow to the prestige of the 
national banks and might even imperil 
the existence of our dual banking sys- 
tem. In my judgment it would be a 
backward step for this office and its 
staff not to be preserved in its present 
form. 


Ir is self-evident that for banking man- 
agement responsibility to the depositor 
is basic, and this fact has not been, and 
never can be, altered by the superim- 
position of a system of deposit insur- 
ance on the commercial banking struc- 
ture. Whatever may be said for deposit 
insurance, it can never be a substitute 
for sound banking policy.—Dr. Virgil 
Jordan, president, The National Indus- 
trial Conference Board. 
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Send for your FREE 
copy of 


WHAT TO READ 
ON BANKING 


We have prepared a comprehensive 
and up-to-date reading list of over 
ninety books on banking classified as 


to subject. 


A valuable help in building your 
bank library or in planning an intelli- 
gent course of reading on any phase of 
banking. 


This list is yours free and with- 
out obligation if you will send us 
your name and address on a penny 
postcard. 


BanKERS PusBLisHING Co., 465 Main St., CamsripcGe, Mass. 
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SAVINGS SURVEY 


By HerBert V. PRocCHNOW 
Assistant Vice-President, First National Bank, Chicago 


HERE are a number of questions 

relative to the handling of savings 

and time accounts which merit our 
sustained study. Why are interest rates 
on savings deposits in some communi- 
ties out of line entirely with what the 
banks can afford to pay? Why do some 
banks permit savings withdrawals so 
frequently as to make checking accounts 
out of savings accounts? Are they de- 
mand deposits on an interest basis in 
many cases? Why do we credit inter- 
est for such small amounts as 5 cents, 
10 cents, 25 cents and 50 cents? The 
cost of entering the credits may exceed 
the amount of the credit. How much 
does it cost to open a savings account? 
To carry it the first year? How much 
does a savings deposit cost? A with- 
drawal? Can we, knowing these costs, 
afford the rate we are now paying on 
savings deposits? Are savings accounts, 
as now conducted, really stable savings 
accounts, or ‘are they as volatile as 
checking accounts in their action? 


‘‘How much does it cost to 
open a savings account?. To 
carry it the first year? How 
much does a savings deposit 
cost? A withdrawal? Can we, 
knowing these costs, afford the 
rate we are now paying on sav- 
ings deposits? 

‘‘Are savings accounts, as 
now conducted, really stable sav- 
ings accounts, or are they as 
volatile as checking accounts in 
their action?’’ asked Herbert V. 
Prochnow in a recent address, 
from which this article has been 
adapted. 


Recently, I completed a survey in 
connection with savings which may be 
of interest. It resulted in the follow- 
ing information in answer to the ques- 
tions asked: 


1. What rate of interest do you pay on 
savings accounts? 


8 per cent. of the banks paid | 
per cent. interest. 


19 per cent. of the banks paid 11/, 
per cent. interest. 

30 per cent. of the banks paid 2 
per cent. interest. 

13 per cent. of the banks paid 21/, 
per cent. interest. 

2 per cent. of the banks paid 3 
per cent. interest. 

28 per cent. of the banks paid a 
varied interest. 


By a varied interest is meant thai 
different rates were paid, depending on 
the amount in the account; for example, 
114 per cent. interest may have been 
paid on amounts up to $1,000, 1 per 
cent. on amounts up to $2,000, etc. 


2. Is interest paid quarterly, semi-an- 
nually, annually, or on some other 
basis? 
7 per cent.. of the banks paid 
their interest quarterly. 
88 per cent. of the banks paid their 
interest semi-annually. 
5 per cent. of the banks paid their 
interest annually. 


There was no other basis on which 
interest was paid. 


3. How much ‘interest would your bank 
pay a depositor who had the following 
account on your books from January | 
to July 1? 
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Date Withdrawals 


1/2 
1/10 
1/11 
2/8 
2/29 
3/12 
4/4 
4/23 
5/2 
5/5 
6/6 
§/20 


Balance 


$2,510.00 
3,710.00 
4,960.00 
5,770.00 
6,180.00 
4,855.00 
3,927.00 
4,439.00 
5,189.00 
5,369.00 
6,154.00 
5,642.00 


Deposits 


$2,510.00 
1,200.00 
1,250.00 
810.00 
410.00 
$1,325.00 
928.00 
512.00 
750.00 
180.00 
785.00 
512.00 


The amount of interest paid on the 
same account at the same advertised 
vate varies greatly with the method used 
in figuring interest. Some of the banks 


paid no interest, therefore the absolute 
iow would be found among those banks; 
nowever, the: following table of figures 
indicates the high and low amounts of 
interest paid by the different banks us- 
ing the same published interest rate. 


Rate of Minimum 
interest Paid Amount Paid 
l per Cente: 2.065. $ 4.11 
1) per cent... 23.19 
2 per Cent, ...... 19.63 
24 per went. ..... 31.35 
3 per Cent. 2.5. 29.45 29.45 
Varied 10.55 44.99 

(The previous explanation of “varied in- 
terest” also applies here.) . 


Maximum 
Amount Paid 


20.07 
34.87 
52.60 
63.84 


4. Do you limit the number of with- 
drawals per month?» How? 

29 per cent. of the reporting banks 
limited the number of withdrawals; 71 
per cent. did not. A great many plans 
were used. 

5. Do you limit the amount with 
which a savings account may be started? 
How? 

61 per cent. of the banks limited the 
minimum amount with which a savings 


ACTUAL NET 


Banks paying 1 per cent. interest 
Banks paying 1} per cent. interest.... 
Banks paying 2 per cent. interest 
Banks. paying 23 per cent. interest.... 
Banks paying 3 per cent. interest 
Banks paying varied interest 


account might be started. The amounts 
varied widely, but the most common was 
$1.00. 39 per cent. of the banks ac- 
cepted any amount to start an account. 

6. How much does it cost you to 
handle a savings deposit? A savings 
withdrawal? 

The majority of the banks estimated 
their costs to handle a savings deposit 
to be from $.03 to $.06, with a mini- 
mum amount of $.003 and a maximum 
of over $.50. For a savings withdrawal 
the estimated costs in the majority of in- 
stances were from $.03 to $.06. The 
minimum amount reported was $.005 
and the maximum was over $.50. 

7. Do you have any limit on the 
amount of interest you will credit? 
(That is, do you say you will not credit 
amounts of interest if less than 25 cents, 
for example, at any interest period-) 

60 per cent. of the banks limited the 
amount of interest which they would 
credit and 40 per cent. would credit any 
amount. 

8. Do you have any service charges 
on savings accounts? 

34 per cent. of the banks made serv- 
ice charges on savings accounts, while 


66 per cent. did not. 


9. What is the actual net interest cost 
of your savings deposits? 

The accompanying table shows the 
maximum and minimum actual net rates 
paid by the banks reporting. The ma- 
jority failed to. answer this question. 

10. Do you believe there should be 
reasonable uniformity among banks in 
their methods of figuring savings inter- 
est? $ 

99 per. cent. of those reporting be- 
lieved that there should be reasonable 
uniformity in figuring savings interest. 


RATES PAID 


Maximum 
1 per cent. 
1.43 per cent. 
2 per cent. 
2.438 per cent. 


Minimum 
81 per cent. 
1.1 per cent. 
1.42 per cent. 
(only one reported) 


2.438 per cent. -722 per cent. 


(The previous explanation of “varied interest” applies.) 
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EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 
McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 


Forty-Two Broadway, 


Even if there is no agreement in a 
community on rates or on methods of 
figuring interest, it still seems logical 
that a banker would want to have some 
idea regarding the amount of interest 
he was paying in relation to what other 
banks would pay on substantially the 
same volume of savings deposits. With 
rates on earning assets as low as they 
are at present, it does not seem reason- 
able that one bank can pay three or 
four times as much interest as another 
bank, perhaps in the same community. 
Let me illustrate precisely what I have 
in mind. In a middle-western city three 
banks answered the questionnaire on 
this savings survey. They all had a 
combination of rates, such as 2 per cent. 
up to $2500, 1 per cent. for the second 
$2500, etc. The rates differed some- 
what. One bank reported it would pay 
$10.55 on this account, the second bank 
$30.39, and the third bank $34.21. A 
copy of the charges set up by their 
clearing house indicated charges were 
made on collections, notary services, 
safekeeping, telegraphic transfers, and 
various types of service, but nothing was 
said about savings. These banks were 
agreed on many of their charges, but 
they were rugged individualists in 
handling their savings accounts. They 
apparently did not agree on rates or 
methods, and there was a difference of 
over 320 per cent. on the amount paid 
on the same savings account as between 
three banks in this good-sized, middle- 
western city. Strangely, all three of the 
banks indicated in their individual re- 
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New York City 


plies that they believed there should be 
reasonable uniformity among banks in 
their methods of figuring savings in- 
terest! 


BANKS NOT RELIEF AGENCIES 


Rosert M. Hanes, President, 


Wachovia Bank and Trust Company, 
Winston-Salem, North Carolina 


I BELIEVE that any business or indi- 
vidual having a legitimate need for 
credit and showing a reasonable chance 
to repay can quickly find some bank 
ready to meet that need. In their efforts 
to adapt banking services to changing 
needs, many commercial banks are mak- 
ing personal loans repayable in monthly 
instalments, they are codperating with 
the FHA, they are making term loans—. 
—running from 2 to 5 years—to indus- 
try for equipment and expansion, they 
are making crop loans to farmers, loans 
secured by life insurance policies, and 
in every reasonable way striving to fit 
bank credit services to the needs of 
their communities. 

But they don’t propose to give away 
depositors’ money and they are not 
operating a relief agency! They are 
trying to run a safe, serviceable busi- 
ness, and I, for one, am here to testify 
that they are doing a good job of it! 

—From an address before the North 
Carolina Bankers Association Conven- 
tion. 
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IN WASHINGTON 


By Our WasHINGTON CORRESPONDENT 


S the legislative wheels speed with 
A prospects of summer vacations, 

Congress must inevitably make de- 
cisions on the galaxy of bills introduced 
that have to do with banking matters. 
Each one is a hope—a possible solution 
—for a more ideal economy. It is in- 
evitable, however, that while many have 
been introduced, but few will achieve 
hearings before committees, and _ still 
fewer will pass. 

As spring turns toward the sultry 
days of summer, Congressmen weary of 
their daily sessions will be less alert 
and, unfortunately, bankers themselves 
may be less interested in what Congress 
may do. There is thus a danger pre- 
sented that unwise, undigested, improp- 
erly conceived proposals, may pass to 
harass bankers for months to come. 

The broad concepts of the present 
Administration in the hoped-for recov- 
ery drive are already apparent. They 
have largely been outlined from month 
to month in these pages. Economically 
speaking, there are included gestures to 
small business, anti-trust drives for big 
business, economy and efficiency in gov- 
ernment through reorganization of 
agencies by Presidential order, tax ad- 
justments, railroad aid, farm relief, and 
spending through some camouflaged 
programs. All of these have their po- 
litical aspects. Others not listed have 
a bearing in either attracting voters or 
securing further adherence of groups 
and blocs. Among such are bills which 
have to do with labor, with health, 
with social security, with agricultural 
subsidies, even with foreign affairs and 
national defense. As a part of the na- 
tional legislative mosaic there are the 
usual investigations, such as relief and 
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‘“We have seen a transition of 
our legislative problems from al- 
most purely local, five to ten 
years ago, to almost entirely na- 
tional at the present time. In 
the past, with the exception of a 
few regulations from the Comp- 
troller’s Office or from the Fed- 
eral Reserve Board, there was 
nothing to be particularly con- 
cerned about in Washington. At 
the present time, however, with 
every member of Congress ap- 
parently having a panacea for 
the banking business, continual 
watchfulness and _ everlasting 
alertness are necessary in the 
capital.’’ 

—Robert M. Hanes, First 
Vice-President, American 
Bankers Association, at 
Indiana Bankers Associa- 
tion Convention. 


trends in special Federal agencies such 
as the National Labor Relations Board. 

In all of this banking is a part, since 
the banker suffers or prospers to the ex- 
tent that the nation itself operates its 
economic and social machine smoothly 
and efficiently. Perhaps, one day, the 
young banker now taking on more re- 
sponsibility in his own institution and 
community will step into the leadership 
awaiting him in national affairs. With 
enlightened selfishness—and courage— 
he will compete in the national arena 
for those economic principles that are 
as sound and safe as arithmetic, and 
just as provable. Add a necessary ap- 
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preciation for the sociological problems 
that have arisen in the last decade, and 
the young banker has his patriotic com- 
mission. The unfolding picture in 
Washington presses its invitation to 
accept. 


SEC Banking Activities 


As every concerned banker knows, the 
youthful, energetic Securities and Ex- 
change Commission has _ steadily 
crowded the older Federal supervisory 
agencies in their programs having to 
do with the technicalities of banking. 
This became first-page news when the 
Giannini financial empire of the West 
resisted orders and carried its case to 
the higher courts. 

Now the United States Court of Ap- 

peals has, in a lengthy decision of far- 
reaching implications, set boundaries 
for the Commission in its banking ac- 
tivities. These include some sharp words 
about official publicity of charges when 
still unproved, with comments on the 
improper use of its subpoena powers in 
relation to the operation of a bank. 
' While the sharply disputed point on 
the authority of the Comptroller of the 
Currency within the Treasury Depart- 
ment was not fully detailed by the jus- 
tices, it was made clear that examination 
records could not properly be pub- 
licized, and further, that appraisals of 
bank assets rested with the Comptroller, 
hence could not be disputed by the Com- 
mission. 


Comptroller’s Views 


Preston Delano, Comptroller of the 
Currency, in his first public address, 
set a high standard in presentation 
when he told southern bankers that he 
would contest any move to merge his 
office with other Federal agencies. He 
also told his audience what he had pre- 
viously told an unrecorded meeting of 
the Business Advisory Council here, that 
national bank examiners were not re- 


stricting credit in any exercise of their 


authority. Further, that investigation 
showed that bankers were- seeking to 
extend credit to all and sundry, where 
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possible. He made it clear, however, 
that speculative credit with depositors’ 
funds was not desirable. The present 
Comptroller indicated that he had the 
ability to present his ideas clearly and 
the courage to disagree—a good com- 
bination. 

While banking through its own or- 
ganization and its own officials is pre- 
senting factual data on efforts to extend 
credit to every worthy applicant, the 
drive is continued here to make credit 
“easier.” A new bill has been pre- 
sented by Senator Mead of New York, 
for “insurance” of loans, while the Ten- 
porary National Economic Committee 
holds hearings on investments and 
easier credit facilities. The possibility 
of passing some such measure continucs 
to threaten. 


Reorganization 


Reorganization plans, promulgated 
by the President, have already fourd 
acceptance, but direct moves as er- 
bodied in Senator Brown’s (Michigan) 
measure, have on the mid-month date, 
stood waiting as important officials 
counter-checked each other. While 
Comptroller Delano declared himse!f, 
the Federal Deposit Insurance Corpora- 
tion, a presumed beneficiary in the 
Brown plan, has made no public state- 
ment. State supervisors, through their 
own organization, have indicated their 
fear that too great concentration of su- 
pervisory authority threatens the dual 
banking system. 


Study of Monetary Problems 


~ On the other hand, there is a rising 
swing evident in the persistent pressure 
from the Federal Reserve Board, toward 
a comprehensive and lengthy Congres- 
sional study of monetary and banking 
jurisdictions. Senator Wagner — (New 
York), chairman of the powerful bank- 
ing committee, has pending a resolution 
designed to make such study possible. 
It would not be surprising if it were 
passed before Congress adjourned. 
There is a fear among some who 
theoretically favor such a study, that 
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the growing radical monetary bloc in 
Congress would use such a program as 
the Reserve Board proposes to further 
their cause. Their arguments are, of 
course, disdained, but are not without 
appeal to some labor and agricultural 
groups. Reserve Board members, how- 
ever, hold that the risk is worth taking. 
They see banking confronted with trends 
toward nationalism—absorption of their 
functions by ‘Government. Some of 
them believe this can only be checked 
through a realization on the part of 
bankers that a wider extension of pri- 
vate activities must come either through 
trade area branch banking or a strength- 
ening of the smaller banks so that they 
can extend more credit. 


Federal Loan Agency 


The President’s new Federal Loan 
Agency, provided for in his first re- 
organization plan, will probably, at the 
first, make for more red tape in the 
banker’s dealings with the agencies in- 
volved in the consolidation. The Re- 


construction Finance Corporation, the 
Federal Housing Administration, the 


Federal Home Loan Bank Board and 
some lesser groups, are to have a single 
head and, presumably, a codrdinated 
program. Much will depend upon the 
choice for the Chief Supervisor. 

The Federal Housing Administration 
has secured an extension of its author- 
ity. The Federal Home Loan Bank 
Board is seeking to widen its scope 
through amendments to the act. The 
bill has had some airing before the 
House Banking and Currency Commit- 
tee. Some parts of it are feared by old- 
line commercial bankers, due to the 
plain invitation that is presented to all 
savings banks to join the Federal Sav- 
ings and Loan combination. At the 
same time the members of the home 
loan group would be given a wider 
range in mortgage loans. 

There are undoubtedly certain pro- 
posals in the program that offer the 
commercial banks competitive prob- 
lems. Through the insurance corpora- 
tion that the FHLBB operates, there 
would be a closer approach to the 
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FDIC, since there would be some greater 
leeway in paying off in cash rather than, 
as at present ordained, in time cer- 
tificates. 

Chairman Fahey told the House Com- 
mittee that already nine savings banks 
were members and, he indicated, the 
more than 500 mutuals could join. A 
limited number of mutuals are now in- 
sured by the FDIC. Is there to be a 
competitive drive between the two 
agencies for the good will and favor 
of the savings banks? 


Bills Pending 


The Senate passed the SEC inspired 
Barkley Trust Indenture Bill while the 
House struggles with many amendments 
that have been proposed in its allied 
measure. The banking world is not at 
all agreed on either the Cole bill or 
the Barkley measure but, undoubtedly, 
there is to be a new trust indenture act 
out of this Congress. 

Congress is also struggling—but not 
too hard—with taxes, with stabilization 
fund and monetary powers to be held 
by the President. It must also take the 
first step in ironing out a program for 
transportation, especially as concerns 
aid to the hard-pressed railroads. The 
wage-hour dilemma will never be clearly 
settled for all concerned, nor labor re- 
lations, both of which impinge on the 
banker. 


Spend or Retrench? 


On the broad business front there are 
indicators that the old struggle between 
the spenders and the retrenchers is in 
progress. Whether it is both politically 
and economically safe to cut down the 
outgo of public money or groove it out, 
will never be settled by this Administra- 
tion. One of the bellwethers of the 
spenders is the new Secretary of Com- 
merce, Hopkins. In principle, he is op- 
posed by Secretary of the Treasury 
Henry Morgenthau, Jr. With the busi- 
ness indices low, this contest may easily 
bring official cabinet casualities. 

Spending—1939 style—would not be 
promoted only through the WPA and 
its subsidiaries. The methods discussed 
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have better sounding terms, such as aids 
to public health, to equipment for the 
railroads, to national defense needs, to 
building and road construction, and 
such like. The very fact that the Cham- 
ber of Commerce of the United States 
held its annual meeting here and: went 


on record against such principles has 
proved irritating. In fact, anything 
that the Chamber endorses is anathema 
in the minds of the still ardent New 
Dealers. That includes revision of taxes, 
the acknowledged gesture that many 
businessmen want. 


FEDERAL LEGISLATION PENDING 


Farm-Tenant Mortgage Insurance 


Bill introduced by Senator Josh Lee 
(Oklahoma), with fifty-one other Sen- 
ators as co-sponsors—S. 1836. 

Would amend “the Bankhead-Jones 
Farm Tenant Act to provide for Govern- 
ment-insured loans to farmers; to en- 
courage sale of farms held by absentee 
owners to farm tenants; and to enable 
tenant farmers to become owners of 
farm homes through long-term low- 
interest-rate loans on farms, and for 
other purposes.” 


Intended to extend the plan of the 
Federal housing program to farms and 
farm tenants, except in the case of Fed- 
eral housing, this bill empowers the 
Secretary of Agriculture to use a farm- 
tenant mortgage insurance fund to in- 
sure or make commitments for insuring 
eligible mortgages. “The aggregate 
amount of principal obligations of all 
mortgages insured under this title and 
outstanding at any one time shall not 
exceed $350,000,000, of which not to 
exceed $50,000,000 shall be insured and 
outstanding prior to June 30, 1940, and 
not to exceed $150,000,000 shall be in- 
sured and outstanding prior to June 30, 
1941.” 

A “county committee” would receive 
listings of farms within the county from 
all persons desiring to sell such farms 
to farm tenants. The committee would 
examine and appraise these farms, re- 
ceive applications from farm tenants 
who desire to purchase farms. They 
would sift these tenants according to 
their records. Those whom they ap- 
proved would have the privilege of 
looking over the farms offered for sale 
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and of making their selection according 
to needs, with help and advice of the 
committee. 

When a tenant who had been ap- 
proved by the committee selected a farm 
appraised by the committee as one he 
would like to buy, the mortgage could 
then. be insured. No down payment 
would be required, but the Government 
would have a lien on the crops until at 
least 10 per cent. of the purchase price 
had been paid to the seller. The inter- 
est would not exceed 3 per cent. per 
annum on amount of principal obliga- 
tion outstanding at any time. Maturity 
would have to be satisfactory to the 
Secretary of Agriculure, and not exceed 
forty years. 

No premium charge would be mace 
for insurance of such mortgages. The 
U. S. Revised Statutes, section 5136, 
would also be amended to make mott- 
gages insured under this bill eligible 
as bank investments. 


FDIC Examining Powers 


Bill introduced by Senator Brown 
(Michigan) S. 2045. 

Authorizes transfer to the Federal 
Deposit Insurance Corporation of “all 
functions exercised by the Board of 
Governors of the Federal Reserve Sys- 
tem, the Federal Reserve banks, and 
the Comptroller of the Currency with 
respect to the examination of member 
banks, national banks, and _ district 
banks (whether such banks are open or 
closed), including affiliates and hold- 
ing-company affiliates of such banks.” 

Provides that the Corporation may 
approve examinations made by state 
examiners and accept these in lieu of 
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examinations by the Corporation’s ex- 
aminers; transfers all other functions 
exercised by the Comptroller of the 
Currency, including chartering of na- 
tional banks, to the Corporation. 


FR Monetary Authority 


Companion bills introduced by Sen- 
ator Thomas (Oklahoma), and Repre- 
sentative Rankin (Mississippi) S. 1057 
and H, R. 3426. 


Designate the Board of Governors of 
the Federal Reserve System as Federal 
Monetary Authority, with duty of regu- 
lating and stabilizing value of money. 
The Board would be given complete 
control over: reserve requirements of 
member banks; discount rate at each 
Federal Reserve bank; eligibility of all 
classes and kinds of collateral accepted 
by Federal Reserve banks, branches, 
and other member banks of the System; 
and over all open market operations of 
Federal Reserve banks in buying and 
selling at home or abroad. 


Gold Stabilization Fund Extension 


Bills introduced by Senator Wagner 
(New York) and Representative Somers 
(New York) S. 910 and H. R. 3325. 

Provide for extension of operations 
of the Gold Stabilization Fund and the 
powers of the President to alter weight 
of the dollar from June 30, 1939 to 
January 15, 1941. 


Home Mortgage Relief 


Bill introduced by Senator Thomas 
(Oklahoma) S. 1508. 

Provides additional home-mortgage 
relief by “(1) a moratorium on fore- 
closures permitting appropriate legis- 
lation to provide further emergency 
relief to home-mortgage indebtedness; 
(2) to further refinance home mort- 
gages; (3) to reduce the rate of interest 
and extend payment and amortization 
of mortgages; (4) to eliminate per- 
sonal and deficiency judgments in fore- 
closures.” 

Section 2, subdivision (2) of section 
(d) of the Home Owners’ Loan Act of 
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1933 would be amended by striking 
out the words “not exceeding 5 per 
centum per annum” and inserting in 
lieu thereof “2 per centum for not more 
than twenty-five years to be added at 
time loan is made and total amount 
to be paid off at 4 per centum per 
annum.” 


Industrial Finance Act 


Bill introduced by Representative 
H. Jerry Voorhis (California), H. R. 
5910. 

Would establish a system of indus- 
trial finance banks throughout the na- 
tion, districts being apportioned not to 
exceed fifteen. These banks would be 
organized and established under the di- 
rection of an Industrial Finance Board 
appointed by the President, and would 
be instrumentalities of the United 
States. 

Stock in the individual banks could 
be purchased by any person, or by the 
United States or by any state, or by any 
instrumentality of either. No person 
other than the Reconstruction Finance 
Corporation could own more than 
$25,000 par value of stock in any indus- 
trial finance bank, and whatever por- 
tion of the capital stock of any of these 
banks was not subscribed for at the end 
of thirty days after books had been 
opened for stock subscriptions would be 
subscribed for by the RFC. 

The Industrial Finance Board would 
be empowered to issue and sell consoli- 
dated debentures, guaranteed by the 
Government, which would be joint ob- 
ligations of all the industrial finance 
banks. 

Loans could be made by such banks 
“to any person doing business in the 
district within which such bank is lo- 
cated and who is therein engaged in 
producing or marketing goods or serv- 
ices, or in some other industrial or 
commercial business or enterprise, sea- 
soned or promotional in character. Each 
such loan may be made for a period not 
exceeding five years, and the bank may 
from time to time extend the time for 
payment of any such loan, through re- 
newal, substitution of new obligations, 
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or otherwise, but the time for payment 
of all or any part of such loan shall 
not be extended beyond ten years from 
the date upon which such loan was 
made originally.” 

No loan would be made unless the in- 
dustrial bank was “reasonably satisfied 
that such person is unable to obtain 
funds, upon terms which appear reason- 
able to the bank, through private lend- 
ing agencies, or otherwise, in the dis- 
trict within which such bank is located.” 

Such loans could be made “directly 
upon promissory notes or by way of dis- 
count of obligations tendered for the 
purpose, or otherwise in such form and 
in such amount and at such interest or 
discount rates as the bank may ap- 
prove.” They should, “in the opinion 
of the bank, be so secured as reasonably 
to assure repayment.” 

Loans would not be made, renewed 
or extended if an executive officer or di- 
rector of the borrower was receiving 
compensation in excess of what ap- 
peared reasonable to the bank, and not 
unless the borrower agreed not to, ex- 
cept with consent of the bank, increase 
compensation of officers or directors or 
retire any of its stock, notes, bonds, de- 
bentures, or other forms of indebtedness 
issued for capital purposes. 

Any note or other obligation evidenc- 
ing a loan under this bill would be 
eligible for rediscount by the Federal 
Reserve bank at same interest rate as 
that charged by it for rediscount of 
ninety-day notes drawn for commercial 
purposes, or such notes and obligations 
could be sold to, or rediscounted ‘with, 
any other industrial bank. 

No fee or commission would be paid 
by an applicant for loan. « Each bank 
would be authorized to charge ‘costs in- 
cident to making a loan, provided “that 
such costs shall not exceed two per 
centum on loans up to $25,000, and 
shall not exceed 1144 per centum on 
loans from $25,001 to $50,000, and 
shall not exceed one per centum on 
loans from $50,001 to $100,000, and 
shall not exceed one-half of one per 
centum on loans over $100,000.” 

Each such bank would be empowered 
to underwrite the sale of securities by 
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any person doing business within that 
bank’s district, and who was engaged in 
producing or marketing goods or serv- 
ices, or in some. other industrial com- 
mercial business or enterprise, seasoned 
or promotional in character, in accord- 
ance with provisions set forth in the 
bill. 

Each such bank would be empowered 
to rediscount for any financial or credit 
organization resident and doing busi- 
ness in that bank’s district any note, 
draft, bill of exchange, debenture, or 
other similar obligation, in accordance 
with provisions set forth. 


Postal Savings Stamps 


Bill introduced by Representative 
Thomas A. Flaherty (Massachusetts) , 
H. R. 5064. 

Provides for amendment of the act 
authorizing establishment of the Postal 
Savings System to read: “In order that 
smaller amounts may be accumulated 
for deposit any person may purchase 
from any postal-savings depository spe- 
cially prepared adhesive stamps to be 
known as ‘postal-savings stamps’ and 
attach them to a card which shall be 
furnished for that purpose. A _ card 
with postal-savings stamps affixed shall 
be accepted as a deposit of equivalent 
value in sums of $1 or multiples thereof 
either in opening an account or in 
adding to an existing account or may 
be redeemed in cash. . . .” 


RFC Small Business Loan Guarantee 


Bill introduced by Representative 
Jeffries (New Jersey) H. R. 5429. 


Empowers the RFC to guarantee 
loans made to merchants by local banks 
and Federal Reserve banks in amounts 
not exceeding $2500, with interest 
thereon at the rate of 6 per cent. per 
annum. Loans to any merchant would 
be made if secured by promissory note 
with provision for periodic amortiza- 
tion of principal and interest for period 
not exceeding seven years, provided 
merchant had operated his business for 
period not less than five years, had 
enjoyed good personal and _ business 
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reputation notwithstanding a lack of 
commercial assets, collateral, or secu- 
rity. Such RFC guarantees at any one 
time not to exceed $1,000,000,000. 
Banks making such loans would pay 
RFC 2 per cent. interest on amount 
of loan outstanding, which amount 
would be deposited in a fund to under- 
write service charges and_ possible 
losses to the RFC. The RFC would 
guarantee repayment of such loans to 
extent of 90 per cent. of face value. 
Powers te make loans under this act 
would terminate on January 1, 1945. 


Insurance Companies Increase 


Farm mortgage loans made by all in- 
surance companies in 1938 totaled 
$111,853,000, which was 3.1 per cent. 
of estimated new investments of these 
companies, according to the Federal 
Home Loan Bank Review. The amount 
in 1937 was $90,430,000, while in 1934 
it was $32,574,000. At the end of 1938, 
all life insurance companies held farm 
mortgages aggregating $869,000,000, or 
1.2 per cent. of the total of all invest- 
ments held by the companies. Mort- 
gages held by the companies on city 
and town property on December 31, 
1938, totaled $4,500,000,000, with 
$630,146,000 being added during the 
year 1938. This 1938 figure was a 
slight increase over 1937, when the to- 
tal was $622,244,000. In both 1938 and 
1937, the-non-farm mortgage loans made 
were equal to about 17.8 per cent. of 
the total. estimated new investments _ in 
those years. 


Ready soon— 
New Fifth 1939 Edition of the 
Banking Law Journal Digest 
Digest’ of 12,000 Banking Decisions 
| -». . Price $6.50 
BANKING LAW JOURNAL, 465 Main St., Cambridge, Mass. 
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investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 
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LANGUAGES 
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Wage-Hour Clerical Employee 
Exemption 


Bill introduced by Representative 
Cox (Georgia) H. R. 4363. 

Provides for exemption from the wage 
and hour: provisions of the Fair Labor 
Standards Act all clerical employees 
regularly employed on a straight salary 
basis and who are given vacations with 
pay. 
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ON THE WEST COAST 


By JoHN 


UT here all of the current talk 
about a lack of demand for loans 
doesn’t make a lot of sense. Some 

of the larger banks in San Francisco, 
Los Angeles and Seattle are still excep- 
tionally liquid, but out in the country 
bankers will tell you, more often than 
not, that they could lend more money, 
if they had it to lend. They talk in- 
creasingly of rediscounting and lately 
this reporter has heard two different 
bankers in widely different communities 
turn down the offer of high-grade com- 
mercial paper because they didn’t want 
to tie up the small amount of loanable 
funds they had left. 

There is no clear indication of where 
this demand for bank credit comes from 
at this time. Commercial activity is not 
rising. Nor are the banks particularly 
heavy with mortgages. One bank with 
75 per cent. of its deposits in loans and 
discounts has no maturity longer than 
twelve months. Obviously, it has not 
entered the mortgage field. Yet it is 
more nearly typical than otherwise. 

In discussing with a bank economist 
the origin of this loan demand, evident 
in the country banks, this reporter was 
told that it probably stemmed from the 
fact that the rural banks were aggres- 
sively running out-of-town lenders out 
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of business. “They are replacing the 
national finance company on automobile 
loans, the mail-order credit house on 
chattels and the city shyster on personal 
credits,” he explained. He said the 
trend was constructive so far as the 
rural community and the rural bank was 
concerned, but that fundamentally it 
made little difference, because, as the 
loans had always been made, the fact 
that the country bank was now getting 
them simply meant that someone else 
had lost them. Probably, he thought, 
the city banks were the ultimate losers. 

Maybe he is right, but whether he is 
or not, western rural banks, up to say 
$5,000,000 in resources, are having no 
trouble in maintaining their loan vol- 
ume where they want it, provided they 
are really willing to make loans, which 
most of them are. 


Transamerica—SEC 


The Transamerica-SEC-Bank of Amer- 
ica case continues to occupy consider- 
able West Coast attention, but it is 
thought that the business is about over. 
The Securities Commission has had 
some serious reverses lately and at least 
two of the minor suits aimed at the 
bank organization were so untenable 
that it is hard to believe that even the 
Commission took them seriously. You 
can look for repercussions of this New 
Deal attack on the bank though in the 
debate on the fate of the Comptroller 
of the Currency’s Office, when and as 
that comes before Congress. If there 
are public hearings, considerable New 
Deal dirty linen will get an airing, and 
even without public hearings a great 
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deal of pressure will be brought to 
place the Comptroller’s Office at a safe 
distance from future SEC raids. 


Savings Withdrawal Notice 


The West is a savings deposit coun- 
try. From Denver westward, the aver- 
age commercial bank holds a larger 
portion of its gross deposits in the sav- 
ings department than do banks in any 
other part of the country. Most of these 
funds are surprisingly stable, they stay 
with the bank year-in and year-out good 
times and bad. Yet, plainly, they 
present a point of danger, for the bank 
inust treat them as though they were 
both investment and demand funds at 
one and the same time. Technically, 
this difficulty is overcome by the sixty- 
day withdrawal notice clause in the 
front of every savings pass book, but 
practically this clause is of no help at 
all. Today banks pay savings funds 
across the counter on demand and they 
have for years. If tomorrow then an 
individual bank should suddenly de- 
mand a sixty-day notice before making 
a payment, it requires little imagination 
to envisage what would happen. 

Considering all this a good many 
bankers have begun to discuss the feas- 
ibility of making a sixty-day notice 
mandatory on all savings account with- 
drawals NOW. It is reported that sev- 
eral banks in the Northwest are already 
doing this and have been operating this 
way since 1933 and the movement may 
spread throughout the region in the 
near future. The idea doesn’t accord 
with the principles of some of the old- 
time bankers in this part of the country, 
but then neither does a top-heavy sav- 
ings load in a commercial bank. 


Low Cost Housing Loans 


One of the most interesting develop- 
ments in western banking is the success 


of some of the Southern California 
banks in the very low cost housing 
ficld; that is, homes which can comply 
with the under $2500 clause of the FHA. 
The Security-First National Bank of 
Los Angeles reports several hundred 
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homes financed under this part of the 
Housing Act. Relying entirely on 
memory, it is understood that this type 
of home ownership is almost on a de- 
partment store basis—$50 down and $35 
a month. Considering the general rent 
level, this is an attractive proposition, 
because, even if the house isn’t worth 
much at the end of the contract, it is 
certain to have a greater value than a 
pile of rent receipts. The houses are 
three rooms and bath and in pictures 
they look as though they would be nice 
to live in. Offhand one would think that 
this might be worth some study, even 
though they don’t have to go to the ex- 
pense of digging cellars in Southern 
California. 


Coast Business 


Business conditions on the Coast are 
at best dull. Fruit counties raising 
oranges and grapes are facing a ruin- 
ously low price level against which only 
the lowest cost producers can show a 
profit. At the same time run-of-the- 
mine farming is seldom rated better 
than fair and in the industrial sections 
conditions vary downward from “not 
bad.” Airplanes, what with a war that 
no one out here expects, are at capacity, 
but moving pictures face a loss of for- 
eign business this year which may clip 
25 per cent. from gross and 10 to 20 
per cent. from net. England seems to be 
about the only important market left to 
Hollywood. M. G. M. and Paramount 
will probably top the list of sufferers 
with Warner Brothers and R. K. O. next 
in line and Columbia Pictures and 
United Artists suffering least. 
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LOOKING BACK 


Selections from the Banking, Financia] 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Edited by KeitH F. Warren 


90 YEARS AGO 


The Bankers Magazine . . June, 1849 


Hazardous Loans 


“No disadvantages of position must 
be deemed a sufficient apology for the 
assumption of hazardous loans. When 
no safe business offers, no business 
should be transacted by a banker who 
entertains a proper respect for himself, 
or a proper feeling for his stockholders. 
Gains may be impossible, but losses are 
measurably avoidable.” 


Duties of a Banker 


“If he wants to be more than a 
banker, he should cease from being a 
banker. . . . Should he find himself 
popular, let him examine whether it 
proceeds from the due discharge of his 
duties. A country banker was some 


few years ago dismissed from a bank 
which he had almost ruined, and was 
immediately tendered an honorary pub- 
lic dinner by the citizens of his village, 
into whose favor his misdeeds had un- 
wisely ingratiated him. The service oi 
massive plate that was given to a presi- 
dent of the late United States Bank was 
in reward of compliances which soon 
after involved in disaster every commer- 
cial interest of our country. Could we 
trace actions to their source, these mis- 
takes of popular gratitude would never 
occur. The moroseness that we abhor 
proceeds often from a sensitiveness that 
is annoyed at being unable to oblige: 
while the amiability that is applauded. 
proceeds from an imbecility that- knows 
not how to refuse.” —A. B. Johnson. 


20 YEARS AGO 


The Bankers Magazine . . 


Legislative Dangers 


“The State Legislatures, as well as 
Congress, should be slow in legislating 
for any interest, lest another be as 
greatly injured. Probably each business 
may be regarded as neither more nor 


less selfish than another, and_ whether 
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one is more worthy of support and pro- 
tection than another is often a very nice 
question. One thing is clear, the ques- 


‘tidn is becoming more and more com- 


plicated, and consequently the Legisla- 
ture should move more slowly than ever 


‘in interfering’ in behalf of anybody. 


. . . We believe that every business man 


THE. BANKERS MAGAZINE for June, 1939 





or company is usually trying to make 
as much as possible, and will take ad- 
vantage of all rightful means to main- 
tain the supremacy; but, as a whole, 
will not the public be best served if they 
are left to themselves? Of course, the 
public welfare must be maintained; no 
interest or union of interests must domi- 
nate over that? But should the State 
go any further? Should the State legis- 
lute in favor of one to the injury of 
another? And if it legislates at all, is 
not this often the effect?” 


‘‘Big Business’’ 


“Surely so long as the object of com- 
bining is to diminish the cost of pro- 


duction, to lessen the risk and to secure 
greater advantages, the public ought not 
to be alarmed, for they are sure to be 
the gainers. Such a combination does 
not mean the diminution of workmen, 
but rather an increase in their number, 
the extension of business, its advance- 
ment to a greater degree of perfection, 
and the entering into new fields of in- 
vestigation. ... We are inclined to 
think that consolidations of this nature 
in other parts of the country are not far 
off. The advantage from so doing is so 
apparent; with the sharp competition 
in business and heavy losses in many 
branches, the movement is likely to be 
not long delayed.” 


25 YEARS AGO 


The Bankers Magazine . . June, 1914 


Bankers’ Conventions 


“There are, of course, some matters 
of organization detail in connection 
with bankers’ associations which the 
bankers may wish to consider in execu- 
tive session, but there seems no good 
reason for excluding the public from 
sharing in whatever benefits may flow 
from these meetings. Indeed, there is 
every reason why the conventions should 
be freely open to the people so that it 
may be seen how the bankers are work- 
ing in behalf of the public interest. . . . 

“Take down the bars and let every 
man and woman who chooses see what 
an ordinary lot of mortals the bankers 
are. . . . There could be no more seri- 
ous or foolish mistake than for the 
bankers when they assemble in conven- 
tion to set themselves up as a class above 
or apart from the ordinary run of 
human beings.” 


Wealth and Social Progress 


“When the true relations of wealth 
to social progress and the essential unity 
of society are understood there will be 
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vastly less of suspicion, ill-feeling and 
strife, and a corresponding increase of 
efficiency and of production. When we 
know the public value of all wealth we 
will be less indifferent to waste, both 
public and private, more concerned that 
all our productive forces shall be fully 
used, and wake up to the world’s stu- 
pendous folly in sinking $2,000,000,000 
annually in miltary and naval establish- 
ments.”—George E. Roberts, Director 
of the U. S. Mint, in the American Re- 
view of Reviews. 


Sobriety in Banking 


“In the conduct of banking, sobriety 
is an indispensable element, for as no 
one wishes to entrust his life to a 
drunken railway locomotive engineer, 
so no one cares to hand over his money 
to a banker who is not careful in his use 
of liquid stimulants. ... When the 
bankers at their conventions set an ex- 
ample of moderation to the younger 
men in their profession they are much 
less apt to be criticized than where they 
take the contrary course.” 
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INVESTMENT and FINANCE 


Edited by OSCAR LASDON 


DEFICIT DILEMMA 


N June 30, 1931, the gross public 
debt of the United States was less 
than seventeen billion dollars. At 

the close of the present fiscal year, it 
is estimated that the national debt, ex- 
clusive of guaranteed obligations of 
Federal credit agencies, will pass the 
forty-one billion dollar mark. And 
from all present indications, this total 
will rise to over forty-four billion dol- 
lars on June 30, 1940. It is perfectly 
obvious that such increases cannot be 
continued without seriously affecting the 
welfare of the nation. 

Most of this expansion of the public 
debt has been the result of conscious 
and deliberate policy. Early in its first 
term of office, the Administration em- 
barked upon a lavish spending program 
to meet acute “emergency” needs. This 
spending was soon rationalized with the 
adoption of the theory of “cyclical 
budget-balancing.” Fiscal advisers to 
the Administration proclaimed a divi- 
sion of budgetary expenditures, separat- 
ing “normal” from other outlays; the 
latter were to be utilized for the pur- 
pose of stimulating business activity, 
counteracting the decline in private in- 
vestment. 

According to the “lending and spend- 
ing” philosophers, deficit disbursements 
were supposed to increase the national 
income by amounts greater than the 
size of the resulting deficits. Eventually 
this policy was to lead to a revival of 
industry and a concomitant increase in 
Government revenues from taxation; 
repayment could then be made of the 
deficits previously incurred. The ex- 
penditure of deficit dollars was re- 
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garded as more stimulating than the 
disbursement of revenue dollars arising 
from immediate taxation because the 
former represented an instantaneous net 
addition to purchasing power. 

This glorification of spending has 
proved unfortunate. For as a practic: 
matter we have not as yet reached, nor 
is there any assurance that we will 
shortly attain, the prosperity phase of 
the cycle and its budgetary surplus. On 
the other hand, even after the long 
period of deficit-spending through which 
we have passed, it is fairly certain that 
the 1939-40 fiscal year will witness ad- 
ditional sapping of the nation’s credit, 
with another deficit in excess of three 
billion dollars. To hope that we will 
shortly duplicate 1929 performance and 
approach the eighty billion dollar na- 
tional income visualized in the Presi- 
dent’s annual budget message, appears 
a simple delusion. Furthermore, it 
must be realized that our budget is run- 
ning at the rate of nine billion dollars 
annually; accordingly even such an ex- 
pansion from the present sixty-odd bil- 
lion level would hardly enable the 
Government to meet its current outlays 
from taxation. 


Evidence of Unsoundness 


It is high time we stopped chasing 
financial “will-o’-the-wisps” on_ their 
endless flights into fancy. Cold logic 
tells us that a correction of policy is 
sorely needed. Briefly, the unsoundness 
of the “deficit-financing” program is at- 
tested by: 


1. The general deterioration of our 
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economic structure resulting from heavy 
deficit-spending. 

2. The building up of a new group of 
vested interests, reliant on Government 
spending as a permanent source of live- 
lihood. Politics makes it extremely dif- 
ficult to dislodge the beneficiaries of a 
spending program. 

3. The loss of faith in private enter- 
prise and the ability of the country to 
recover without the application of 
extraordinary stimuli. To say that a 
reduction in Government spending will 
cause a recession is not a valid argu- 
ment for its continuance. Renewed 
spending merely postpones the inevit- 
able. It is only a matter of time before 
industry must become self-sufficient. The 
longer deficit-spending is continued, the 
more serious the situation becomes and 
the heavier the final tax burden. 


4. The adverse effect on public con- 
fidence. Regular recurrence of budget- 
ary deficits is a source of apprehension 
to the business and financial community. 
Justifiably or not, it generates fears of 
ultimate inflation. While fears of im- 
minent inflation may cause a speculative 
boom, prospects of ultimate inflation 
have the opposite effect and tend to 
cause the curtailment of private commit- 
ments through the weakening of busi- 
ness confidence. 


5. The increasing dependence on Gov- 
ernmental efforts. Once budgetary 
spending reaches a certain status in the 
domestic economy, it serves to supplant 
other forces as the pace-maker of the 
whole system and the independence of 
free forces is partially suspended. Also 
there exists the possibility that, if public 
expenditures reach a certain level, the 
state may be ultimately compelled to 
take over the operation of the remainder 
of the economic system in order to pre- 
vent a collapse; this means a collec- 
tivist form of social organization. 


6. The adverse effect on private in- 


vestment. Government investment may 
tend to discourage private investment. 
If business men believe recovery to be 
dependent on Governmental outlays, 
they are inclined to withhold their own 
commitments. They realize that spend- 
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ing cannot be continued indefinitely and 
try to hold their own expenditures to a 
minimum, buttressing their positions for 
the inevitable shock expected to occur 
upon the cessation of public assistance. 

Also, when Government investment 
takes a form competitive with private 
enterprise, the resulting disinvestment 
may more than offset Government in- 
vestment. 

7. The undermining of the banking 
structure. Because budgetary deficits 
must be financed, the Treasury and the 
Reserve banks must maintain an easy 
money policy. Commercial banks are 
forced to expand their portfolios of 
Government securities at high prices 
and low yields. The return of normal 
credit conditions on some future occa- 
sion could easily cause a 10 per cent. 
depreciation in the value of their bond 
holdings. Because of their huge stake 
in the bond market, such a development 
would practically wipe out the entire 
capital and surplus of our commercial 
banks. 

Our spending friends maintain that 
Government outlays must continue be- 
cause of the insufficient flow of private 
funds into industry. But isn’t the latter 
condition one of their own making? 
Rigid industrial costs, defective tax 
policies and Government competition 
are among the factors impeding private 
investment. If efforts were directed to- 
ward correcting existing abuses, the 
outlook would be infinitely more 
promising. 


Mutual Savings Bank Conference 


In a recent address before the National 
Association of Mutual Savings Banks. 
Professor William J. Cunningham of the 
Harvard School of Business attributed 
a considerable part of railroad difficul- 
ties to the “individuality” of manage- 
ments which block the codperation of 
surplus facilities. 

Professor Cunningham also called at- 
tention to the fact that the “value of 
properties no longer lies primarily in 
their first or reproduction costs. It de- 
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pends almost entirely on earning power. 
Earning power, in turn, depends on the 
demand for transportation, the ability 
to meet competition, the rates that may 
be charged or collected, and the cost 
of operation. Operating costs depend 
in part on the efficiency and economy 
of management, but the preponderant 
elements are wage rates, working rules 
and material prices, over which manage- 
ment has relatively little control, and 
taxation, over which management has 
no control.” 


Tax-exempt Obligations 


The confusion and disappointments 
likely to follow the imposition of taxes 
on presently exempt types of Federal, 
state and municipal obligations were 
discussed by Professor Harley L. Lutz 
of Princeton University. According to 
this public finance authority’s estimates, 
Federal taxation of interest on state and 
local debt now outstanding, at present 
rates, would cause an annual increase 
of state and local interest costs of some 
$113,000,000 above the present level. 
He also indicated that revenue to be 
expected by the Federal Government 
from such taxation would about equal 
the additional costs, and that there was 
little prospect that the Federal tax yield 
would be greatly in excess. 

Professor Lutz also indicated that, 
under 1937 debt and state income con- 
ditions, the states could expect a reve- 
nue of some $17,000,000 annually by 
taxing Federal interest. However, he 
pointed out that the effect of subjecting 
Federal interest to state taxation would 
be to increase Federal debt costs by 
about $30,000,000 annually. 


© 


BANKER’s HANDBOOK OF Bonp INVESsT- 
MENT. By James W. Wooster, Jr. 
New York: Harper and Brothers. 
1939. Pp. IX-249. $3.00. 


Tuis little volume is an attempt to pro- 
vide bankers with sound advice in re- 


gard to one of their most difficult prob- 
lems. The author has made a conscien- 
tious and, on the whole, a well directed 
effort, and has attained a fair measure 
of success. 

He appears to appreciate the neces- 
sity of studying the problem from the 
standpoint of the bank as well as from 
that of securities. In fact, he analyzes 
various general banking statistics with 
the object of ascertaining what the in- 
vestment position and needs of banks 
are. Because such figures include data 
for banks of all sizes and from all parts 
of the country, the resulting averages 
are so general in their nature that they 
do not form an adequate basis of com- 
parison for any bank. 

The author understands the necessity 
of separating the holdings of securities 
of a bank into groups and of managing 
these groups differently. He very prop- 
erly discusses the secondary reserve in 
some detail—a reserve for the protec- 
tion of deposits. He fails to appreciate. 
however, that other securities do not 
form an “investment reserve.” This 
term, if properly applied, would neces- 
sarily be applied as an offset to invest- 
ments, and hence be carried either as a 
deduction from the value of the invest- 
ments or as a contra account on the 
liability side of the balance sheet. 

In the announcement of the book it 
is stated that the author was, for a time, 
on the staff of Moody’s Investors Serv- 
ice. His training in securities and his 
security point of view of the problem 
in hand come out in the chapters on 
security analysis. It is apparent that he 
is more familiar with bonds than with 
banks. He presents a relatively super- 
ficial analysis of securities, but it should 
be a helpful introduction to this subject 
for bankers. 

The book is elementary, but, in gen- 
eral, it is definitely along the right line. 
With more experience with banks, the 
author should be able to prepare a re- 
vised and improved second edition. In 
spite of certain apparent faults and its 
elementary character, it is one of the 
best books on the subject which has so 
far been published. 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY 


FFAIRS . in’ Europe are. still 
A strongly influenced by the fear of 
ar. ._And although of late dip- 
lomatic jockeying and debate have taken 
the place of more active warlike de- 
velopments, that threats of war still ex- 
ist may be inferred from the way gold 
has been flowing from Europe to New 
York. The struggle that is going on has 
for its objective—on one side at least— 
to make such a combination of nations 
that would prevent war, and on the other 
side, apparently, to assure victory in 
the event of war. Thus, while the war 
scare has taken a new and perhaps 
milder turn, it has by n6 means been 
eliminated. 


_ 


GREAT BRITAIN 


Falling Capital Issues 


AccorDING to the Monthly Review of 
the Midland Bank, new capital issues 
for the first quarter of 1939 were not 
only below the figures for the first three 
quarters of 1936, 1937 and 1938, but 
below any similar period since the 
World War. Of the total issues of £24,- 
887,000 in the first quarter of this year, 
only £5,000,000 was for overseas, and 


this sum went almost entirely to British 
countries. 

In this connection it may be remarked 
that recent economic or military treaties, 
carrying in some cases provision for 
loans, may slightly increase the foreign 
loan totals. 


Improving Conditions 


Activity in British trade and industry 
is showing progress in lines other than 
those directly concerned with defense 
preparations. The building of houses is 
gaining, as is also the production of 
electricity. Foreign trade tendencies are 
in the direction of a much sharper re- 
duction in imports than in exports. The 
first quarter of this year shows an ad- 
verse balance of some £23,500,000 less 
than for the like period last year. Un- 
employment is still declining, and there 
exists some opinion to the effect that 
defense preparations will result in 
something approaching a labor short- 
age. 


Taxes Rising 


LIkE the peoples of other countries, the 
British are to be taxed more heavily, 
owing to the necessity to provide for 
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more adequate national defense. Or, as 
The Economist says “to introduce a new 
element of progression into taxes that 
are already progressive.” Estates, large 
incomes and automobiles are to bear 
a major part of the increase. 


—_ 


FRANCE 


ALTHOUGH the economic situation in 
France is governed to a considerable 
extent by military preparations, aside 
from this the country is showing a re- 
covery. Evidence of this is to be found 
in the reduction of the public deficit, 
by enlarged production, and a marked 
falling off of the volume of unemploy- 
ment. Added working hours partly ex- 
plain the increase in production. A 
significant indication of French recov- 
ery is to be found in the fact that the 
Bank of France maintains a strong hold 
on its stock of gold. 


—_ 


ITALY 


REDUCTION in the adverse balance of 
foreign trade continues to be shown, 
thus at the end of the first two months 
of the present year was only 15.7 mil- 
lion lire, compared with 398.5 million 
lire at the end of the like period in 
1938. 

Celebration of the four-hundredth 
anniversary of the Banco di Napoli will 
occur this year, and will be marked by 
the erection of a new central office 
building, the foundation of a home for 
educating and training 3000 children, 
and the publication of a history of the 
bank. 


~~ 


SWEDEN 


CONTINUATION of the tendency towards 
improvement and stabilization is noted 
by the Index of Svenska Handelsbanken. 
Production is well maintained, or even 
slightly on the increase, building enter- 
prise is active, and the position of the 
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commercial banks, with respect to their 
foreign obligations, is markedly strong. 

In its issue for March, 1939, the Index 
presents a valuable account of the meas- 
ures taken by the Government for the 
relief of Swedish agriculture. 


~ 


THE NETHERLANDS 


How Holland is meeting the present 
international situation, is thus described 
in the Quarterly Review of the Amster- 
damsche Bank N. V.: 

“In the midst of the general turmoil 
this country, like many other of the 
smaller countries in Europe, is pursuing 
calmly its own domestic and foreign 
policy. This calmness is largely the 
result of the political and economic 
equilibrium which has attended its de- 
velopment through the centuries. This 
naturally does not mean that it has not 
felt the influence of the disturbances 
which are upsetting the world. Its very 
economic structure makes it sensitive to 
every change in the relations between 
other countries, of which fact the high 
degree of unemployment—though this 
has been declining latterly—may serve 
as a proof. It is not surprising, there- 
fore, that the Government is mindful of 
the necessity of reducing, and as far as 
possible abolishing, this affliction.” 


~ 


TURKEY 


Last year the foreign trade of this 
country increased by 17 per cent. over 
the preceding year, and by 72.5 per 
cent. compared with the low point in 
1933. Next to Germany, the United 
States leads in the purchase of Turkish 
products. 


~w 


ARGENTINA 


Reports received by the First National 
Bank of Boston from its Buenos Aires 
branch show that for the first quarter 
of this year the country’s net export 
balance was of the value of m$n 65,- 
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and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. Inquiries and correspondence invited. 


017,000, as compared with an import 
balance of m$n 21,878,000 in the first 
three months of last year. 

The Central Bank statement, as of 
April 15, showed a reserve of 116.12 
per cent. against currency, and of 76.30 
per cent. against currency’ and deposits 
combined. 

sO} 


INTERNATIONAL BANKING NOTES 


Unton Bank oF ScoTianp LIMITED 
(Glasgow).—At the one hundred and 
ninth annual general meeting of share- 
holders, May 3, the directors submitted 
a report which showed the profit for the 
year to have been £310,407, to which 
was to be added £128,605 brought for- 
ward from the preceding year, making a 
total of £439,012. Out of this there was 
applied to bank and other premises and 
to contingencies £65,000, and £216,090 
to a dividend at the rate of 18 per cent. 
There was allotted to pension fund 
£25,000, leaving £374,012 to be carried 
forward. The bank’s reserve fund 
stands at £1,800,000. 


Banco pt Roma (Rome) .—The annual 
meeting of the Banco di Roma was held 
in Rome on March 21, 1939, and the 
report showed an increase in net profits 
of about lire 870,000 reaching a total 
of lire 11,760,396. Deposits in current 
and savings accounts amounted to lire 
1,482,446,002, showing an increase of 


lire 221,118,714 over the previous year. 
Balances of correspondents amounted to 
lire 2,944,527,597, with an increase also 
of lire 148,241,769. The board voted 
the distribution of a 4 per cent. dividend 
on the capital stock. 

In Italy, the Banco di Roma opened 
a new branch in Padova and others will 
be established in Bergamo, Udine and 
Verona. Continuing its colonial tradi- 
tion, two new offices were opened in 
Giggiga and Dire Daua during 1938, 
thus bringing the total of branches in 
the Ethiopian Empire to sixteen. 


AMSTERDAMSCHE Bank N. V. (Amster- 
dam).—M. W. Blitz was recently ap- 
pointed deputy managing director, hav- 
ing previously been a sub-manager. 
C. P. H. Groenendall has been appointed 


a sub-manager. 


Reports Recetvep.—Bank of Norway 
(1938) ; Bank of Japan (1938). 


Now Ready 
1938-1939 
International Banking 
Directory 
$5 postpaid 


Bankers Publishing Company 
465 Main Street 
Cambridge, Mass. 
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SERVING CITY AND COUNTRY ALIKE 


BANK OF MONTREAL 


Established 1817 
OVER 500 BRANCHES IN CANADA 
Head Office: Montreal 


New York Agency: 64 Wall St. 


Chicago Office: ws South La Salle St. 


San Francisco Office: 333 California St. 


Current conditions in Canada 


HE Business Summary of the Bank 

of Montreal for May 23 comments 

on Canadian business conditions as 
follows: 

“Canadian business during the past 
month has done somewhat better than 
hold its own. Although there have been 
no spectacular advances, with the arrival 
of warmer weather retail trade has been 
picking up and the public is now mak- 
ing its normal purchases of seasonal 
goods. 

“While business conditions in the 
United States have not maintained the 
improvement which was expected to 
benefit Canadian exports, the demand 
for cattle from that country has been 
strong and the export quota assigned to 
Canadian cattle for the second quarter 
of the year was exhausted early in May. 
One interesting development is that, as 
a result of the coal strike in the United 
States, there has been a return move- 
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ment of coal from Canada to that 
country. 

“In respect to the outlook for over- 
seas trade, significance is attached to 
the effect on general business of the 
enormous expenditures: on armaments 
in the United Kingdom, which is still 
Canada’s best customer for many 


exports.. 


“Contributing:to a recent statistical 
improvement in economic conditions in 
the Dominion as ‘a. whole have been in- 
creased railway carloadings’ and a 
higher trend in wholesale prices. .. . 

“Canada’s domestic exports during — 
April rose in value from $51,248,000 
in April, 1938, to $55,811,000, with 
newsprint leading and non-monetary 
gold and unmanufactured nickel in 
second and third places. Newsprint 
shipments, however, were somewhat 
lower than in April, 1938, the figures 
being $6,955,000 and $7,979,000. ‘More 
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than five million dollars worth of non- 
monetary gold went out of the country 
during the month. None went in the 
like 1938 period. 

“Recovery in the current loan depart- 
ment was the principal feature of the 
monthly report of the chartered banks 
on conditions as of March 31, these 
loans rising from $787,400,000 to $800,- 
567,000. Concurrently, the statement 
revealed another advance in notice de- 
posits which were up from $1,690,- 
387,000 to $1,700,393,000. The com- 
parisons are with the previous month. 
Both showed more substantial gains 
when compared with March of last 
year. Bank debits to individual accounts 
in April amounted to $2,473,000,000 as 
compared with $2,401,000,000 in April, 
a 

“An important government measure 
recently considered by Parliament pro- 
vides for the incorporation of a central 
mortgage bank with an initial capital 
of $10,000,000 to be provided by the 
State. This new institution is to be 
administered in association with the 
Bank of Canada and the Governor of 
the Bank of Canada is to be Governor 
of the new institution. It will be em- 
powered to advance to private lending 
institutions which voluntarily codperate 
in reducing mortgage interest and mort- 
gage principal and the Minister is 
authorized to guarantee up to $200,000,- 
000 the debentures of the institution.” 


| 


THE May issue of Canadian Business, 
official magazine of the Canadian 
Chamber of Commerce, reports: 

“The budget which was introduced 
towards the end of April in the Federal 
House occasioned little surprise. No 
attempt is being made to increase taxes 
to meet the mounting deficits and, from 
his point of view, the effect should be 
slightly inflationary. Business should 
be slightly stimulated by the broader 
income tax allowances for expansion 
expenditures, but the apprehension re- 
garding the country’s financial position 
may counterbalance any buoyant feel- 
ing created by the few pleasant aspects 
of Mr. Dunning’s budget or by a com- 


parison of our position with that of less 
fortunate nations. .. . 

“The preparation for war has been a 
potent factor in holding up quotations 
but, in spite of this, the huge supplies 
on hand might well have been expected 
to more than counterbalance the ‘war’ 
demand. 

“It is possible that the general sta- 
bility in prices may be significant of a 
completely deflationary condition. Pro- 
ducers are loathe to sell at current levels 
and governments have been persuaded 
to fix prices and enter into barter agree- 
ments to dispose of surpluses. The 
United States is considering a huge 
barter deal and it is not improbable 
that Canada will have to follow suit. 
We have bought the farmer’s wheat, a 
bonus is to be paid for quality cheese, 
and the price of fish may be fixed. Thus, 
as prices for primary products drop 
below a level which is regarded as in- 
adequate, producers are inclined to 
seek government assistance, even. though 
they continue to add to the existing 
supply. 

“Wholesale prices in Canada for the 
past seven months have shown little 
change. In fact, the government’s index 
of 567 commodities has remained sta- 
tionary at 73.2 for the past three 
months. This stability is due in some 
measure to the fixed price for wheat. 
The cost of living has remained vir- 
tually unchanged during recent months 
but food prices are about 5 per cent. 
lower than a year ago.” 


PoLiTicAL apprehensions are retarding 
progress, according to the Monthly 


Commercial Letter of the Canadian 
Bank of Commerce. The value of new 
construction contracts in April, though 
$3,300,000 above March, was 18 per 
cent. below that of April, 1938. Notable 
gains are reported in the automotive in- 
dustry, in iron and steel and in the 
mineral industries. Industrial activity 
continues to rise, the improvement being 
mainly in the heavy industries. Agri- 
cultural conditions are reported ‘as 
being more uniformly favorable than 
usual. The index of wholesale prices is 
showing a slight tendency to rise. 


THE BANKERS MAGAZINE for June, 1939 





BOOKS for BANKERS 


Wuy Hitter Came Into Power. 
Theodore Abel. New York: Prentice 
Hall, Inc. 1938. Pp. 322. $2.50. 

THE author, associate professor of so- 
ciology, Columbia University, secured 
the original life stories of six hundred 
Hitler followers by an ingenious lit- 
erary contest. These histories, which 
form the basis of the book, give the 
reader an extremely enlightening back- 
ground of the Nazi movement—the post- 
war political and social conditions, the 
psychology of the people, the history 
of the party. 

This direct testimony of eye-witnesses 
and participants in the formation of the 
party, in the riots and coups ushering 
in the dictatorship of Hitler, forms a 
most absorbing, thought-provoking 
study. 


By 


Democracy Works. By Arthur Gar- 
field Hays. New York: Random 
House. 1939. Pp. 334. $3.00. 

Most thoughtful citizens today foresee 
trouble in the days ahead—trouble from 
either the Right or the Left. The au- 
thor, distinguished liberal and lawyer, 
offers a timely and important analysis 
of American problems. He maintains 
that there are no solutions to be found 
in any revolutionary doctrine; that 
within the framework of existing insti- 
tutions, under democratic processes, we 
can build and are building a social 
structure which will assure security as 
well as liberty. 

In the simplest terms he evaluates 
the strength and weakness of fascism 
and communism and shows how alien 
they are to American needs anid ideals. 
He offers evidence that a planned econ- 
omy and the profit motive are compat- 
ible under a democracy and that social 
legislation can accomplish more by 
popular will than any change effected 
by a revolutionary upheaval. 
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A Stupy oF THE PuysicaL ASsSsETs, 
SOMETIMES CALLED WEALTH, OF THE 
Unitep States 1922-33. By Rev. 
Edward Keller, C.S.C. Notre Dame, 
Indiana: University of Notre Dame. 
1939. Pp. 140. 

THis study, made at the University’s 
Bureau of Economic Research, answers 
the claim that wealth in the U. S. is 
owned by a comparatively few wealthy 
families—showing that by their very 
nature (i.e., farm lands, houses, radios. 
automobiles, etc.) the bulk of America’s 
wealth cannot be either held or used 
by a small group. 

Introductory text consists of but 
twenty-two pages in which terminology 
is explained, aims and conclusions out- 
lined. These conclusions are then sup- 
ported by approximately a hundred and 
twenty pages of statistics, covering every 
operation of the national economy. The 
book aims to be “a primer of eco- 
nomics” which translates the truth of 
man’s material existence into words so 
simple that anyone can understand. 


KNOWLEDGE FOR WHAT? By Robert S. 
Lynd. Princeton, New Jersey: Prince- 
ton University Press. 1939. Pp. 268. 
$2.50. 

THE author, a professor in the Gradu- 

ate Faculty of Political Science at Co- 

lumbia University, presents a searching 
analysis of the salient characteristics of 

American culture in our era of drastic 

cultural change, and shows the neces- 

sity of science taking the offensive and 
playing a more active réle. 

He describes graphically the dynamic 
pattern of American culture as it helps 
and as it cramps the needs of human 
beings. The work of each of the social 
sciences is analyzed concretely in rela- 
tion to this pattern and the problems 
we face. The concluding chapter, 
“Some Outrageous Hypotheses,” poses 
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in forthright fashion issues confronting 
the United States in the confusion of 
the contemporary world. 


Wich Way America? ComMMUNISM? 
FascisM? Democracy? By Lyman 
Bryson. New York: The Macmillan 
Company. 1939. Pp. 113. 60 cents. 


SeconD in The Peoples Library Series, 
this book was written to give an under- 
standing of the conflicting political 
philosophies. It discusses the beliefs 
upon which the three forms of govern- 
ment are based, and the goals toward 
which they are striving. 

Dr. Bryson is professor of Adult Edu- 
cation in Teachers College, Columbia 
Lniversity, and director of “The Peo- 
ple’s Platform” radio program. 


How To SeLtt Your Way THRoucH 
Lire. By Napoleon Hill. Meriden, 
Conn.: The Ralston Society. 1939. 
Pp. 371. $2.00. 


BaseD upon his analysis of over 500 
American leaders, and of over 30,000 
men and women, the author sets forth 
formulas and plans for success. 

The book includes a discussion of 
Henry Ford’s basic success principles, 
as analyzed by the author; the twenty- 
six qualities necessary for master sales- 
men to develop; the five fundamental 
steps to success every notable person 
follows; how to use your time to best 
advantage, etc. Mr. Hill also sets forth 
his plan for changing the nation from 
chaos and conflict to harmony and un- 
derstanding if he were President. 


MEN AROUND THE PRESIDENT. By Joseph 
Alsop and Robert Kintner. New 
York: Doubleday, Doran & Co. 1939. 
Pp. 212. $1.50. 


Wit personalities playing so large a 
part in Washington today, this book 
adds considerably to the “feel” of the 
Cavital picture. 

The authors, well known to newspaper 
readers as behind the scenes reporters 
in Washington, analyze and give con- 
siderable background regarding the in- 
tellectuals, theorists, professors and 
politicians behind the New Deal. Spe- 


cifically treated are Cohen, Corcoran, 
Henderson, Douglas, Frank, Jackson, 
Arnold, Currie, Lubin, Ezekiel, and 
many more names familiar to everyone 
in America today. 


Tue Rutine Crass. By Gaetano Mosca. 
New York: McGraw-Hill. 1939. Pp. 
XLI-514. $4.50. 


As Charles A. Beard suggests, this is 
“an indispensable book for all Ameri- 
cans who want to understand the forces 
underlying the modern trends toward 
Fascism, Communism and other types of 
‘strong government.’ ” 

Senator Mosca has long been re- 
garded as one of the leading European 
authorities on political organization, 
and his doctrine of ruling minorities has 
become famous as providing a method 
for historical analysis and as pointing 
the way to basic reforms in democratic 
and representative systems, of which he 
has remained a defender. In this book 
he analyzes racial theories, evolutionary 
theories, law, religion, suffrage, revolu- 
tion, military power, parliamentarism, 
collectivism, and political organization 
—all of which are factors to be reckoned 
with. In a final chapter he discusses 
the future of representative government. 

Translated from the Italian by Han- 
nah D. Kahn, the book was edited and 
revised by Arthur Livingston, who has 
also written an interesting and informa- 
tive introduction. 


THE CorRPORATE STATE IN AcTION. By 
Carl T. Schmidt. New York: Ox- 
ford University Press. 1939. Pp. 
173. $2.25. 


A stupy of Italy under Fascism, this 
book traces in broad outlines the course 
of Italian history up to and through the 
post-war social crisis, describes the com- 
ing of Fascism, the seizure and consoli- 
dation of political power, and the estab- 
lishment of the police state. 

There follows a discussion of the de- 
velopment of corporativism, and studies 
of its impact on the industrial working 
class, agriculture and the peasant, and 
the institutions of property and profit. 
In his final chapter Mr. Schmidt, who 
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is a member of the department of eco- 
nomics at Columbia University, ex- 
amines the main trends of Fascist eco- 
nomic policy and considers their future 
consequences for Italian society. 


Desicn FOR Recovery. By Donald 
Mitchell Marvin and Gertrude Marvin 
Williams. New York: Harper & 
Brothers. 1939. Pp. 167. $2.00. 


THIs is a diagnosis of the lag in our 
productive activity and a proposal to 
stimulate a vastly increased volume of 
American output. 

In explaining their program, the au- 
thors discuss mass health and education 
as essential to improved production; 
analyze our financial system and sug- 
gest how the structure could be strength- 
ened and management improved; and 
point out how a system of international 
finance—a world bank—is essential to 
the preservation of our own economy. 

Dr. Marvin was for thirteen years an 
economist of the Royal Bank of Canada; 
Gertrude Marvin Williams was formerly 
director of research and statistics for 
the Department of Welfare of Pennsyl- 
vania. 


Dynamic THEoRY OF WEALTH DistTri- 
BUTION. By Montgomery D. Ander- 
son. Gainesville, Florida: University 
of Florida Press. 1938. Pp. 243. 


As expressed in the author’s preface, 
“this volume undertakes to develop a 
truly dynamic theory of distribution, as 
opposed to older and conventional sys- 
tems, not one of which can claim to be 
so completely expressed in terms of 
rates of change with respect to time as 
to comprehend economic forces in mo- 
tion within their logic. By way of con- 
trast with dynamic theory some chap- 
ters on the old fashioned, static theory 
have been included in the book.” 

Dr. Anderson, who is professor of 
business statistics and economics at the 
University of Florida, includes among 
various possible remedies for excessive 
inequality, the suggestion that the Gov- 
ernment might purchase all commercial 
and invetsment banks and operate them. 
Suggesting that “There is no greater 


520 


single cause of inequality than the pri- 
vate banking mechanism with its power 
to create billions of dollars of deriva- 
tive deposits for the benefit of favored 
clients,” he briefly discusses the “ex- 
propriating effect” of commercial bank 
loans. As he sees it, “commercial bank 
funds are held largely by a few great 
corporations and wealthy individuals, 
and the profits of the great corporations 
accrue for the most part to a compara- 
tively small part of the population.” 


STATISTICAL TESTING OF BusINEss CYCLE 
THEORIES—Vol. 1. A Method and 
Its Application to Investment Activ- 
ity. By J. Tinbergen. New York: 
Columbia University Press. 193°. 
Pp. 164. 90 cents. 


Tuis is the first of a series published 
by the Economic Intelligence Service of 
the League of Nations to follow up Pro- 
fessor Gottfried von Haberler’s “Pro:-- 
perity and Depression,” published in 
1937. 

The primary object of the volume :s 
to explain the method which, subject 
to any suggestions that may be receiveil, 
it is proposed to employ for the statisii- 
cal testing of trade cycle theories. The 
description of the method, known as 
multiple correlation analysis, is fol- 
lowed by three examples of its applica- 
tion to economic phenomena. These ex- 
amples relate to fluctuations in total 
investment, residential building and net 
investment in railway rolling stock. 


THE British COMMONWEALTH AND THE 
Future. New York: Oxford Univer- 
sity Press. 1939. Pp. XVI-325. 


Epitep by H. V. Hodson, and with a 
foreword by Sir Thomas Bavin, this 
book contains the proceedings of the 
second unofficial conference on British 
Commonwealth relations, held at Syd- 
ney, Australia, September 3-17, 1938. 
Subjects discussed include: The Na- 
tional Interests of the Member Nations; 
External Policies in ‘Their Economic 
Aspect; External Policies in Their Po- 
litical and Strategic Aspects; The Fu- 
ture of the Commonwealth as a Co- 
operative Organization; United King- 
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dom Solidarity; The Commonwealth of 
the Future, etc. 


SECRETARIAL Erriciency. By Frances 
Avery Faunce in collaboration with 
Frederick G. Nichols. New York: 
McGraw-Hill. Pp. XIV-601. $3.50. 


Ix this unique approach to secretarial 
training the author gives a fresh, vigor- 
ous interpretation, taken directly from 
her own first-hand experience and ob- 
servation as a successful secretary to 
l.ading executives, of what employers 
expect secretaries to do, to know and 
to be. 

The book is no mere manual of sec- 
relarial practice. It shows how the sec- 
retary can appreciably increase her use- 
fulness through a knowledge of the 
principles that guide her in carrying out 
her varied duties. 

Bankers will find this book valuable 
not only for the use and study of their 
own secretaries, but also to read them- 
selves, for its many practical sugges- 
tions for getting the day’s work accom- 
plished with greater smoothness and 
efficiency. 


REVENUE Bonps, THE Nature, Uses 
AND DISTRIBUTION OF FULLY SELF- 
Liguipatinc Pusiic Loans. By John 
F. Fowler, Jr. New York: Harper & 
Brothers. 1938. Pp. 249. 


WirH the growth of the volume of out- 
standing revenue bonds from one-half 
of 1 per cent. of the entire state and 
municipal indebtedness in 1925 to the 
present figure of over 5 per cent., an 
authoritative book on this increasingly 
popular type of security is particularly 
timely. Mr. Fowler is the author of 
“American Investment Trusts” and “In- 
troduction to Wall Street.” The fore- 
word is by Robert Moses, New York 
City’s park commissioner, who has been 
responsible in large part for the Tri- 
borough Bridge, Henry Hudson Bridge, 
Jones Beach Parkway and other reve- 
nue bond projects. 

The book lists 240 revenue issues out- 
standing for thirty-four kinds of pro- 
jects. While recognizing that revenue 
bonds may help to solve some of the 
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problems arising from the extension of 
governmental operations in an ever 
broadening field of public services, the 
author warns against the possibility of 
over exploiting this method of financing 
lest it should repeat the mistakes of rail- 
road and public utility financing in days 
gone by. 


EXTRAORDINARY POPULAR DELUSIONS 
AND THE Mapness oF Crowns. By 
Charles Mackay, LL.D. Boston: 
L. C. Page & Company. Pp. 81l. 
$5.00. 

BERNARD M. Barucu said of this book 

some years ago that it had literally saved 

him millions of dollars, a statement 
which lead the present publishers to 

reprint verbatim the edition of 1852. 

The work is an extremely readable and 

interesting narrative of such popular 

delusions of the past, both financial and 
social, as the South Sea Bubble on the 
one hand and witchcraft on the other. 

The importance of the lessons of these 

past follies to the modern business man 

is aptly put by Mr. Baruch in his fore- 
word to the present edition. He says: 

“All economic movements, by their 
very nature, are motivated by crowd 
psychology. Graphs and business ratios 
are, of course, indispensable in our 
groping efforts to find dependable 
rules to guide us in our present world 
of alarms. Yet I never see a brilliant 
economic thesis expounding, as though 
they were geometrical theorems, the 
mathematics of price movements, that I 
do not recall Schiller’s dictum: ‘Any- 
one taken as an individual, is tolerably 
sensible and reasonable—as a member 
of a crowd, he at once becomes a block- 
head.’ ” 

In narrating the leading follies in 
the history of the world the author 
makes no attempt to point out remedies 
or safety rules. That is the beauty of 
the book. He flatters his readers by 
assuming that once having been shown 
an open manhole, they will, in the 
future, walk around it, not into it. 

The present volume is an inexpensive 
reprint of the publisher’s 1932 edition 
and contains for the first time much 
material previously expurgated. 
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BOOKLETS 


Prians For Ratinc Empuoyess. 
National Industrial 
Inc. Pp. 40. $2.00. 


Tuis is No. 8 in the “Studies in Personnel 
Policy” issued by the Conference Board. 
Chapters include: Fundamentals of Em- 
ployee Rating, The Rating Form, Current 
Practices and Policies in Rating Procedures, 
and a bibliography on the subject. Thirteen 
specimen rating sheets are shown. 

The importance of employee rating is in- 
dicated by the Conference Board’s finding 
during the study that “the practice of rat- 
ing is a definite aid to management in pro- 
moting fairness and better understanding in 
regard to many of the decisions which affect 
the status and progress of employees.” 


New York: 
Conference Board, 


DEVELOPMENTS IN CompANy VACATION 
Prans. New York: National Industrial 
Conference Board, Inc. Pp. 24. 

Tuis twenty-four page booklet, No. 13 in 

the Conference Board’s “Studies in Person- 

nel Policy” series, gives a thorough analysis 
of shut-down, staggered and other kinds of 
vacation plans, eligibility provisions, vaca- 
tion seasons and vacation pay. It includes 

twelve tables analyzing data supplied by 210 

companies, and actual excerpts from, or re- 

productions of, vacation plans of ten lead- 
ing companies. 


A Srupy or Depressions. New York: Na- 
tional Association of Manufacturers. 1939. 
Pp. 36. 5 cents. 

Tus report is devoted to a study of the 

1937-38 depression, and is divided into four 

parts: Background and Extent; Causes; 

Most Important Conditions Which Have Pre- 

vailed in Previous Periods of Prosperity in 

the U. S.; and Conditions Necessary for 

Sustained Prosperity Once Recovery Is At- 

tained. 


_ 


BOOKS RECEIVED 


The following books, and others, will be 
reviewed in the July issue of THe BanKers 
MAGAZINE: 


VALUE AND Capitat. By J. R. Hicks. 
York: Oxford University Press. 
Pp. 331. $4.25. 


New 
1939. 


Feperat ENCROACHMENT ON INbustry. By 
Thomas Marshall. Boston: Christopher 
Publishing House. 1939. Pp. 128. $1.50. 


Tue Nazi Disease. By Jay J. M. Scandrett. 
Boston: Christopher Publishing House. 
1939. Pp. 141. $1.50. 


Tue Power oF THE CHaRLATAN. By Grete 
De Francesco. New Haven, Conn.: Yale 
University Press. 1939. Pp. 288. $3.75. 


NATIONAL INCOME IN THE. UNITED Srartes 
1799-1938. By Robert F. Martin. New 
York: National Industrial Conference 
Board, Inc. 1939. Pp. XV-146. $3.50. 


Man’s Estate. By Alfred Bingham. New 
York: W. W. Norton & Co., Ine. 1939, 
Pp. 480. $3.00. 


THe Enp or Economic Man. By Peter F. 
Drucker. New York: The John Day Com- 
pany. 1939. Pp. XIX-268, $2.50. 


Revotutions anp Dicratorsuirs. By Hans 
Kohn. Cambridge, Mass.: Harvard Uni- 
versity Press. 1939. Pp. 437. $3.50. 


EvroreE iN THE FourtrH Dimension. By 
V. Poliakoff. New York: D. Appleton- 
Century Co. 1939. Pp. 104. $1.25. 


CentraL Banxinc. By M. H. De Kock. 
London: P. S. King & Son, Ltd. 1939. 
Pp. XIV-354. 15s. 


Tue Last Days or AmeErIcAN Liperty. By 
James E. Clark. New York: The Get- 
tinger Press, 263 Ninth Avenue. 1939. P). 
XI-239. $2.25. 


He Orenep THE Door or Japan. By Carl 
Crow. New York: Harper & Bros. 1939. 
Pp. XVII-275. $3. 


CAPITALISM vs. SOCIALISM AND COMMUNISM. 
By Leroy A. Hellenbeck. Boston. Christo- 
pher Publishing House. 1939. Pp. 151. 
$1.75. 


Tue Sovurn AmericAN Hanpsoox. 1939 
Edition. New York: H. W. Wilson Co., 
950 University Ave. 1939. Pp. LX-714. $1. 


Savincs BANKING In New York Srate. By 
Weldon Welfling. Durham, North Caro- 
lina: Duke University Press. 1939. Pp. 
205. $3. 


An ApproacH To A Price THEORY FOR A 
Cuanoinc Economy. By Moses Abramo- 
vitz. New York: Columbia University 
Press. 1939. Pp. 158. $2.50. 


Interested in 
banking books? 


Send for our complete 
catalogue 


Bankers Publishing Co. 


465 Main Street 
CAMBRIDGE, MASS. 
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Meeting Business Credit Needs 


By Warp ScHULTZ 
Financial Editor, The Detroit Times 


COMPANY is planning to expand 
or to install new machinery or 
even to bring out a new product, 

and it needs additional funds. If times 
are good and the company is in good 
shape, sale of additional stock is usually 
the answer. 

There is the catch—if times are good 
and the company is in good shape! 

In order to get the public to invest 
its money in that company, the officers 
find it necessary to present a rosy finan- 
cial picture. A background of several 
years of good earnings is usually out- 
lined for the prospective stockholders’ 
consumption. 

What has this to do with bank loans? 

Well, this same firm in not-so-good 
times would, nine times out of ten, turn 


to a bank loan to secure the desired 
funds. And after all, what is the bank 
officer doing except just passing over 
the public’s money? 

In other words, in good times, with 
a good balance sheet and a record of 
earnings, get the public to share your 
risk with a prospective yield commen- 
surate with the risk. But, bear in mind, 
it is unlikely that a banker, as trustee 
of money deposited by the public, woul: 
be justified in lending when general 
business is so bad that the public can- 
not be approached directly. 

Granted all applications for loans are 
not in this category, I know there have 
been enough of this kind to use it as an 
example.—Detroit Times. 


Seereecy Agreement 


“All our directors, officers and employees 
have signed a secrecy agreement such as 
has been in use for many years by some of 
the largest banks in England and Canada.” 

As a result of this brief statement in 
their annual report, the First National Bank 
of Palm Beach, Florida, has received com- 
mendation from customers, and requests for 
copies of the agreement from bankers 
throughout the country. With the thought 
that it will be of interest to readers of THE 
Bankers MaGazinéE, it is herewith reprinted. 


DECLARATION OF SECRECY 


I, THE undersigned, holding an office or 
situation in The First National Bank in 
Palm Beach, Florida, do hereby declare 
and pledge myself.upon honor solemnly 
and invidlably as if I were sworn 
thereto, that I will observe the strictest 
secrecy on the subject of the accounts 
of all bodies or individuals dealing with 
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the bank; on the subject of all transac- 
tions of the bank, of whatever descrip- 
tion, with its customers, correspondents, 
or shareholders, or with any other 
bodies or persons whomsoever; on the 
subject of the shares held by any person 
or persons whomsoever; on the credit 
or affairs of all bodies or persons re- 
specting which I may acquire informa- 
tion through the business of the bank; 
and on the nature or amount of the 
transactions of the bank, or the position 
of its concerns or affairs, in any respect 
whatever, excepting only such particu- 
lars as I may be expressly authorized 
by the board of directors, or president, 
to disclose. And I hereby likewise 
pledge myself to continue to observe se- 
crecy on such subjects should I leave 
the service of the bank for any reason 
whatever. 
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Savings Activity Economies 


By Irvin Bussinc 


Director of Research 
Savings Banks Trust Company, New York 


F activity is what the depositor wants, 

why not try to make our facilities 

more convenient to him and more 
economical for us? 

How could that be done? I am going 
to make two or three suggestions. They 
are only suggestions because the com- 
mittee in New York State which is con- 
sidering the findings that we bring 
forth in these analyses has not made up 
iis mind as to what it wants to recom- 
mend, 

The first is a bill-paying service. A 
bill-paying service was instituted by the 
Emigrant Industrial Savings Bank a 
couple of years ago. It was outlawed 
by the banking department because no 
express authority is provided in the 
banking law for a bank to retain the 
pass-book of a depositor, and that ap- 
pears to be necessary in this type of 
service. 

But let me go on to give you some of 
the facts of the case. It was found at 
the Emigrant that one employee can 
handle approximately a thousand bill- 
paying accounts, averaging five bills 
per month. That is five thousand items. 
The Emigrant made a gross charge of 
five cents per item, thus taking in $250 
per month on those accounts. They 
figured that $200 was sufficient to cover 
salary, rent, depreciation, and so forth. 
which left a profit of $50 per employee 
per month. 

Now, the cost to the depositor was not 
five cents; it was about three, because 
he saved postage. The Emigrant had 
a series of bills all payable to the light 
company, to the gas company and to a 
few department stores; one check was 
made out to each: one of those vendors 
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‘‘Activity may reflect a change 
in the needs of depositors for 
the type of service which a sav- 
ings bank ought to render, and 
so I should say that before we 
come to the conclusion that those 
people are useless to us, we 
ought to try one or two other 
things,’’ suggested Dr. Bussing 
in a recent address which con- 
tained the accompanying plans 
for economy in savings activity. 


for any number of bills, for which the 
bank received five cents an item. 

When you get the bill paying service 
behind the teller’s cage, you don’t have 
a peak load. It is a cheaper type of 
operation. It can be done by large- 
scale methods. Furthermore, the bank 
was able to cut down on some of the 
two hundred thousand checks that it 
draws every year for its depositors. In 
the long run this would undoubtedly 
have reduced some expenses on the 
banking floor. 

Another possibility is to institute a 
uniform savings bank money order. 
These drafts could be cleared through 
some agency such as Savings Banks 
Trust Company or any type of clearing 
agency you want. It would be a simple 
operation, and you could make a slight 
charge for the service, although it would 
probably necessitate the depositor’s 
coming to the bank. 

I understand that the Western Union 
is now paying bills for people at seven 
cents per item. That is business we 
ought to be doing. You can go into a 
Western Union office and plank down 
the cash, and they will transmit the 
money for you at seven cents per item. 
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Possible Effects of the Barkley 
Trust Indenture Bill 


By Senator Ropert A. TaFT 
Condensed from the Congressional Record 


THINK the particular provisions of 
the bill regarding conflict of inter- 
est are so tight and so arbitrary that 

a large number of banks in small cities 
could not conform to them and act as 
trustees in any trust indentures for com- 
panies within those cities. That is the 
testimony of the bankers, and that is a 
necessary result. That is one reason for 
the statement on the part of T. Jeffer- 
son Coolidge, former Assistant Secretary 
of the Treasury in this Administration, 
who wrote a letter to the committee, in 


which he said: 


“Certain sections of the bill will have 
a tendency to drive local business away 
from the local centers, where it has its 
home, and force it into the metropolitan 
centers, where it will not receive, in our 
opinion, as understanding treatment.” 

The opinion of all the bankers who 
appeared before us was that the passage 
of this bill would seriously handicap 
the smaller banks in the smaller cities. 


During a discussion in the 
U. S. Senate, immediately pre- 
ceding passage of the Barkley 
Trust Indenture Bill (S. 2065) 
by that chamber on May 1, Sen- 
ator Robert A. Taft (Ohio) 
brought out various points which 
provide considerable food for 
banking thought. In condensed 
form, a portion of Senator 
Taft’s remarks are given in this 
article. 


This bill is directed altogether at the 
provisions of the trust indenture that 
govern the trustee. I think a good many 
of the clauses of trust indentures could 
well be improved; but I do not believe 
the importance of the subject justifies 
the additional burden on the man who 
wants to borrow money, the additional 
burden on the free sale of securities at 
a time when we should be encouraginy 
the investment of money in private en- 
terprise. Mr. Coolidge (former Assist- 
ant Secretary of the Treasury) said: 

“This bill therefore will, in our jude- 
ment, accomplish little public good, 
will increase the difficulty and expense 
of obtaining funds. for expanding busi- 
ness, and in many cases will make it 
impossible to obtain necessary funds on 
reasonable terms, to the special dis- 
advantage of small concerns lacking 
well-established individual credit. We 
believe the disadvantages will far out- 
weigh any possible advantages.” 

I do not know how we are ever going 
to bring about recovery in this country 
unless we get people into such a state 
of mind that they will feel again that 
they can put money into new enter- 
prises, large and small, into stocks and 
bonds and securities of companies, and 
thus provide new capital, develop new 
machinery, and put more men to work. 
I have no question that the reaction 
throughout the country to the passage 
of the bill is going to be an additional 
discouragement. 

It is going to discourage industry 
from going ahead and trying to expand. 
It is. going to discourage industry from 
putting out more bond issues, just as 
the Securities and Exchange Commission 
Act has. In. that case I think it is worth 
the money. I think we must prevent 
fraud. -But this-is going further. I do 
not think it necessary. 
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Intermediate Credit for Industry 


By H. H. Stvricut 


Vice-President, Iowa-Des Moines National 
Bank and Trust Company, 
Des Moines, Iowa 


rPUE outlook for expansion in short 
time loans in the immediate future 
is not bright. This change has 
caused us to look for new types of loans 
and brings us to the subject of inter- 
mediate credit for industry. 

Our interest in this type of loan was 
brought about by the facilities afforded 
by Title I of the National Housing Act 
which enabled banks to grant compara- 
tively long term credits for practically 
all types of property improvement. Our 
very satisfactory experience with these 
loans led us to consider the granting 
of uninsured credit on a similar basis 
for the purchase of equipment and for 
other needs, making possible the re- 
placement of obsolete with modern ma- 
chinery and equipment and placing the 
borrowing company in a stronger com- 
petitive position. In our institution we 
have made what we call five-year loans 
to the following types of industry— 
milling, steel fabrication, coal mining, 
wholesale distributors, fur manufactur- 
ers, department stores, canning factories, 
transportation companies, and state in- 
stitutions, for an amount aggregating 
slightly over two million dollars. 

We have not gone out and actively 
solicited this type of loan. All of the 
loans we have made have been to cus- 
tomers of long standing of our own 
institution and in a few cases to cus- 
tomers of bank correspondents where 
the requirements have ‘been in excess of 
- correspondent bank’s legal loan 
Imit. 


Essential Details 


In considering these applications for 
three and five year credits, many. de- 
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In this article, which has been 
briefed from a regional banking 
conference address, Mr. Sivright 
tells of his bank’s experience 
with intermediate credit for in- 
dustry. He also outlines some 
of the essential details involved 
in considering applications ‘for 
three and five year credits for 
‘the purchase of equipment and 
other needs. 


tails are essential—audited figures for 
several years back are necessary. A 
study of the earnings of the period un- 
der review, particularly keeping in mind 
the company’s ability to meet the amor- 
tized instalments at monthly, semi- 
annual or annual periods—whichever is 


‘decided upon between the customer and 


the bank. In each case we have had 
our own accountant from our credit 
department examine the accounting 
methods of the business and in some 
cases had expert advice from those in 
similar lines of business. A study of 
the plant itself is made. Particular at- 
tention is given to the management of 
the business, its ability to carry on 
against any emergency during the period 
of the loan. In some instances it has 
been deemed advisable to require in- 
surance on the lives of the partners or 
on the life of some particular executive 
in the case of a close corporation with 
the management built around one out- 
standing executive. ' 


Purpose and Repayment 


In the application for the loan we 
give particular attention to the purpose 
of the loan. We ask the customer: to 
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‘*Certain large insurance com- 
panies are interesting themselves 
in five and ten year loans to in- 
dustry, and we all have observed 
the tendency of Government 
agencies to sponsor this type of 
loan. We have seen the Recon- 
struction Finance Corporation 
enter the field of loaning direct 
to industry with maturities up 
to five years, and in checking 
with officers in our district we 
are told that these loans are be- 
ing liquidated on the serial re- 
payment plan successfully.’’ ' 


furnish a detailed statement as to how 
the money is to be used. If it is for 
equipment we ask him to bring into 
the bank invoices of the concern from 
which he is purchasing the equipment. 
If money is to be used for the improve- 
ment of the plant we ask for estimates 
from the contractor. In setting up the 
credits it is very necessary to have a 
complete understanding with the man- 
agement and in each case an agreement 
is drawn specifying the total amount 
of the loan, length of time, interest rate, 
manner of repayment. In some cases 
the same rate prevails for the full term 
of the loan—in others a graduated rate 
is agreed upon. The amortization of 
the loan is outlined. Some are on a 
monthly basis, some quarterly and some 
on a six months’ basis. In all cases 
loan papers are so drawn that in the 
event the payment schedule is not ad- 
hered to the whole amount of the bal- 
ance of the loan becomes due and pay- 
able at the option of the bank. 

In some cases we have insisted that 
we be consulted on dividend policies 
and the matter of increases in salaries, 
and that the bank’s permission be ob- 
tained before the acquisition of other 
property or the incurring of any obliga- 
tion other than those required in the 
ordinary conduct of the business. We 
feel we are entitled to periodic state- 


ments and earnings reports and the 
privilege of sending our credit men into 
the establishment to make investigations 
when any trend of the business or gen- 
eral conditions justify such procedure. 


Others in Field 


I have noticed with a great deal of 
interest in recent newspapers and bank- 
ing journals the fact that certain large 
insurance companies are _ interesting 
themselves in five and ten year loaus 
to industry, and we all have observed 
the tendency of Government agencies to 
sponsor this type of loan. Generally 
speaking the life insurance companies 
want mortgage security or at least an 
underlying lien. In several cases ie- 
viewed there is no indication that pcr- 
manent working capital is desired. The 
repayment program is arranged in serial 
payments. We have seen the Reccn- 
struction Finance Corporation enter the 
field of loaning direct to industry with 
maturities up to five years and in check- 
ing with officers in our district we are 
told that these loans are being liqui- 
dated on the serial repayment plan suc- 
cessfully. 

In a serial repayment program we 
have a continual turnover of funds. A 
five year loan does not mean the bank’s 
funds are tied up for five years. With 
the amortized pay-back the average term 
of the loan is less than three years. 

The question arises, “What percent- 
age of a bank’s assets may properly be 
used in this type of loan?” As banks 
are just getting into these loans I think 
it is pretty much up to the judgment 
of each individual bank. . I believe it 
is just as much the province of a bank 
to make loans and attempt to assist its 
customers with their problems as to ac- 
cept their accounts only, and call them 
your customers. We-used to hear a 
bank spoken of as a conservative bank 
or a liberal one. I think it behooves 
all of us in commercial banks to be 
constructive—to do the best job we can 
to serve the commercial interests of our 
city and trade territory. “Behind the 
enduring bank is the successful cus- 
tomer.” 


THE BANKERS MAGAZINE for June, (939 





BANKING PROFITS 


By Haroxp F. Kein 


Assistant Secretary 
Brooklyn Trust Company, New York 


¥T is commonly believed that banks 

earn large profits, simply because 

they deal in money. Quite the con- 
irary is the case. Over the past four- 
ieen years, a period including both good 
‘imes and bad, the average bank earned 
net profits of less than 1 per cent. per 
annum on its total deposits. Even in 
the best year, 1929, the average was 
only a little better than 114 per cent. 
At the present time any banker whose 
institution could show net profits of 1 
per cent. per annum on his deposits, 
after charging off current losses, should 
congratulate himself. 

The reason is a very simple one, i.e., 
that the cost of doing business is high 
and the selling price of the banker’s 
stock-in-trade—credit—is low. (You are 
probably saying to yourself that the 
same thing is true of your own busi- 
ness.) Like the merchant, the banker 
has something to sell, and must pay for 
his goods before he can sell them. The 
banker, however, pays for his stock-in- 
trade largely through the rendering of 
useful and valuable services. In any 
year the banking system of the country 
handles more than two billion one hun- 
dred million checks. This means an 
average of sixty-seven checks for every 
tick of the clock twenty-four hours a 
day, Sundays and holidays included. 
Each signature has to be examined and 
verified at least once by a bank clerk 
somewhere. Each amount has to pass 
through twoor-more adding machines. 
The mythical “average man” who is the 
head of a family pays six bills a month 
by drawing checks. The aggregate 
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The accompanying article 
formed .a portion of an address 
which the author delivered be- 
fore a civic club of his town. 


Because it provides such an 
excellent answer to one of the 
most common fallacies about 
banking, it is printed with the 
idea that it may provide the 
reader with material or basis for 
similar public education work in 
his own community. 


amount of time and inconvenience which 
this service saves the public is obviously 
tremendous. 

Yet the handling of checks is but one 
function of banking. The bank must 
also receive, count, and provide safety 
for, deposits of coin and currency, and 
pay out coin and currency upon demand 
of depositors. It must loan money to 
responsible borrowers, and must deter- 
mine in advance whether the borrower 
is financially responsible or not. It 
must buy securities and must study 
financial reports and other statistical 
and economic data in order to deter- 
mine what securities to buy, when to 
buy them, and when to sell them. In 
addition, banks which are also trust 
companies, or are authorized to act as 
trustee, administer the estates of de- 
ceased persons and protect and manage 
the property of the persons entrusting 
it to the bank’s care. Performance of 
all these and other minor services re- 
quires the employment of approximately 
266,000 persons. And what are these 
persons paid, you may well ask? The 
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Census Bureau was kind enough to col- 
lect the figures of the year 1935, when 
the annual payroll was approximately 
487 million dollars—almost enough to 
keep the WPA going for two and one- 
half months at its present rate of op- 
erations. 


From these figures a little arithmetic 
will show that the theoretical “average 
bank employee” receives a salary of 
$1830 a year, or about $35 a week. I 
think you will agree that people in the 
banking business are not overpaid, and 
that there is little room for economy in 
the payroll. Experience has shown that 
the average bank requires about one 
employee to every 125 accounts. This 
does not mean that one bookkeeper can 
handle only 125 accounts, but rather 
that a bank with 1000 accounts will 
have, on the average, eight employees, 
including the officer in charge, night 
watchman, building superintendent, the 
teller, the bookkeepers, and one or more 
other clerks, 


To give you a simple illustration of 
why the banking business is not profit- 
able, let us imagine for a moment a 
mythical bank having 1000 accounts, 
each with a balance of $1000, or total 
deposits of one million dollars. It 
would employ eight persons, including 
the president and cashier, at an average 
of $35 a week, and therefore have a 
total payroll of $14,640 per annum. Its 
other expenses, including supplies, post- 
age, insurance, advertising, legal ex- 
penses, heat and lighting, taxes, main- 
tenance of building, and depreciation, 
would cost a total equivalent to 90 per 
cent. of its payroll, or approximately 
$13,000 per annum. This means a total 
‘cost of doing business of $27,640 per 
annum. Now, as to its income. It 
cannot loan or invest all of the $1,000,- 
000 of its deposits. If the’ bank is 
‘located in one of the larger cities, like 
Brooklyn, it must carry a reserve of 
approximately 23 per cent. with the 
Federal Reserve bank, if ‘it is.a member 
of the Federal Reserve System, and it 
must keep at least 2 per cent: of its 
deposits on hand as “till money.” It 
could, therefore, lend and invest only 


about $750,000. If it received an aver- 
age rate of return of 3.18 per cent. on 
these loans and investments—which is 
the prevailing average for all member 
banks of the Federal Reserve System 
—its gross income would be $23,850, 
which would fall short of meeting its 
cost of operations -by $3790, without 
paying one cent of interest to depositors 
or dividends to its stockholders. 

No doubt you are thinking about the 
3.18 per cent. return on bank loans and 
investments which I have just men- 
tioned, and perhaps it needs a little 
elaboration. This is an average figure 
for all banks, including those in large 
cities as well as in the small com- 
munities, and it should be pointed out 
that some of the small and mediwin 
sized banks are able to earn as muci 
as 4. to 414 per cent. on their total loais 
and investments. 


Even so, banking is not profitable, for 
sound accounting practice requires that 
banks set up a reserve for possibie 
losses, and experience has shown that | 
per cent. per annum on total loans and 
investments is not an excessive rate. 
Then too, if some of you have ever paid 
6 per cent. interest on a bank loan of 
your own, you may wonder why the 
bank does not get an average return of 
6 per cent. on all its commitments. The 
answer is that the banker would be de- 
lighted if he could do so, but it is not 
possible. The number of would-be bor- 
rowers who can show their ability to 
repay a loan is not great enough to ab- 
sorb all of the funds in the care of the 
banker. ; 

Moreover, the banker does not get 
6 per cent. on all of his loans. He gets 
only 1 per cent. on his call loans to 
stock brokers, 1 per cent. on his com- 
mercial paper, and about 14 of 1 per 
cent. on his bankers’ acceptances. In 
addition, the banker must buy bonds, 
as well as make loans, in order to keep 
his funds employed. And, as you doubt- 
less know, the rate of return on geod 
long-term bonds is now less than 3 per 
cent., and the yield on short-term Treas- 
ury notes is less than 1 per cent. 
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SURVEY 


A condensation of recent studies or reports on various phases of banking, 
finance and economics issued by banks, magazines, advisory services, business 
associations, Government bureaus and other organizations. 





AND NOW—A CENTRAL MORTGAGE BANK? 


By S. M. Waters 
President, Mortgage Bankers Association of America 


Voicing his opposition to the creation of 

Federally sponsored central mortgage 
bank, as is proposed in the Wagner bill 
now before Congress, Mr. Waters expresses 
the opinion that operations of such an 
agency would encourage speculative lending 
on real estate and very likely be an instru- 
inent for creating inflated values in real 
property. His statement follows. 


DO not believe Congress will give 

serious consideration to such a pro- 

posal that would create another vast 
Federal agency with capital of a billion 
dollars, even though largely raised from 
private sources. There is no emergency 
today in real estate that makes such an 
agency necessary. Present Government 
agencies engaged in the real estate and 
real estate financing fields are more than 
adequate to meet any demands. Creat- 


ing such a “bank” for mortgage bank- 
ing—which is in no way comparable, 
as I see it, to the Federal Reserve Sys- 
tem in commercial banking—only 
means further Government intrusion 
into private business. 

The primary interest of many who 
advocate such legislation is that of 
the borrower on real estate. This law 
would act as a further indirect subsidy 
to them. Competition for good mort- 
gage loans today is keen without the 
Government becoming an_ additional 
competitor in the way this law would 
allow it to do. Such a “bank” would 
no doubt, during times of stress, be- 
come the “dumping ground” for a great 
amount of inferior mortgages—with the 
American taxpayer standing any result- 
ing loss. 


FURTHER INFLATION IN BANK CREDIT 


National Industrial Conference Board, New York City 


Additions to life insurance company in- 
vestments in private industry in 1938 ex- 
ceeded purchases of United States Govern- 
ment bonds for the first time since 1931, 
according to an investigation of the trends 
in the investments of forty-nine life insur- 
ance companies recently made by the Na- 
tional Industrial Conference Board. This 
survey reports: 
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AST year these companies added 

$717,000,000 to their holdings in 
_ private corporate securities, and 
only $188,000,000 in United States Gov- 
ernment bonds. In 1934, 1935, and 
1936, when opportunities for private in- 
vestment were limited, the companies 
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increased their holdings of Government 
bonds by $2,886,000,000. Only a little 
more than a third of that amount was 
added to their commitments in private 
corporate securities. 

The forty-nine companies, which hold 
approximately 92 per cent. of the ad- 
mitted assets of all such companies in 
the United States, have increased their 
assets by premium receipts and income 
on investments by an average of more 
than a billion dollars a year during the 
past decade. The estimated increase last 
year amounted to $1,308,000,000. 

These sums are so large that the way 
in which they are invested exerts an 
appreciable influence on general eco- 
nomic conditions. 

The tapering off of insurance invest- 
ments in Government bonds began in 
1937, and the commitment of the bulk 
of new funds to private industry is re- 
garded as of great importance not only 
to private borrowers but also to bank- 


ers, as banks are likely to be called 
upon to absorb a considerable part of 
the Government bond issues previously 
taken by insurance companies. 

It is believed that the Treasury and 
Federal Reserve authorities will, more 
than ever, try to keep the banking sys- 
tem of the country in condition to 
finance the Federal deficits. .At present, 
the banks are able to do this easily. 
Largley because of huge gold imports, 
their excess reserves are close to peak 
levels. They are already buying Fed- 
eral issues more freely. Holdings oi 
Government obligations by reporting 
banks in 101 cities rose $334,000,000 
in the first quarter of this year, com. 
pared with a $973,000,000 rise in al! 
of 1938, and a decline in 1937. 

If encouraged and helped to do x 
by the Federal Government, the banks 
of the country can keep adding to theii 
bond investments almost without limit. 
but this can hardly be accomplished 
without a further inflation in bank credit 


SOLUTION OF THE GOLD PROBLEM 


GUARANTY SURVEY 
Guaranty Trust Company of New York 


NDER the international gold stand- 
U ard as it existed in the past an 
over-accumulation of gold in any 
country tended to correct itself by its 


action on prices and money rates. But 
at present such corrective influences are 
far more than counterbalanced by other 
forces, such as the threats to currency 
stability due to strained international 
relations and unbalanced national 
budgets, together with the “managed 
currency” policies of central banks and 
governments. Even if the existing un- 
certainties in the international political 
situation should be removed, it is doubt- 
ful whether the policies of central banks 
and governments would permit the nor- 
mal readjustments to occur. The suc- 
cessful operation of the international 
gold standard requires a freedom from 
artificial interference that no longer ex- 
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ists in any of the important commercial 
nations. 

Any solution of the gold problem will 
probably have to come as the result of 
a deliberate policy, and thus far there 
is no general agreement as to what 
policy, if any, should be adopted. One 
possibility would be to restore the do- 
mestic gold standard by allowing the 
gold, or certificates representing it, to 
return to general circulation. This 
would remove some of the gold from 
bank reserves and reduce its potential 
inflationary effects. But it would not 
diminish the financial burden that the 
gold represents to the country as a 
whole, nor would it solve the funda- 
mental problem of redistribution, which 
is the problem that must be solved if 
the gold is to perform its proper func- 
tion as a stabilizer of prices and cur- 
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rencies and a means. of making inter- 
national payments. In order to perform 
this function, the gold must be made 
available to the nations that stand in 
need of it. 


A Possible Solution 


A possible means of promoting the 
redistribution of the metal, with result- 
ing direct benefits to American business, 
is suggested by the agreements reached 
last month between the governments of 
Brazil and the United States. Under 
those agreements, Brazil proposes, 
among other things, to remove official 
restrictions on exchange operations, to 
create a central reserve bank, to resume 
payments on external dollar obligations, 
ind to guarantee to United States in- 
yestors equality of treatment with its 
own citizens. The United States agrees 
to provide financial aid to Brazil, in- 
cluding a loan up to the sum of $50,- 
300,000 in gold for the use of the pro- 


posed central bank, repayment to be 
made from Brazil’s production of the 
metal, which amounts to approximately 
$5,000,000 a year. 

Extension of this general principle 
over a wider field would seem to offer 
promising possibilities for reaching a 
constructive solution of the gold prob- 
lem. By this plan the gold would be 
used to promote financial rehabilitation 
abroad, permitting the gradual removal 
of excessive trade barriers and exchange 
restrictions, with resulting benefits, in- 
directly, to international commerce as a 
whole. For the use of the gold the 
United States would receive not only a 
direct pecuniary return but also specific 
trade and financial concessions for the 
benefit of its traders and investors. In- 
cidentally, but perhaps even more sig- 
nificantly in the long run, such a policy 
would mark a new departure in the pro- 
motion of international codperation and 
good will. 


DEMAND DEPOSIT EXPANSION 


Weekly Bulletin, American Institute for Economic Research, Cambridge, Mass. 


HERE was a greater expansion in 
checking-account deposits during 
April than there has been in any 
month during recent years. Net demand 
deposits of the reporting member banks 
of the Federal Reserve System alone in- 
creased $750,000,000, and it is estimated 
that there was an increase of approxi- 
mately $1,320,000,000 in the checking 
accounts of the entire banking system. 
Three factors were responsible for 
this large gain in demand deposits: 
1. The commercial banks expanded 
credit by investing $480,000,000 in se- 
curities; 2. The United States Treasury 
disbursed $330,000,000 in excess of re- 
ceipts during the month; 3. There was 
an inflow of funds from abroad of about 
$575,000,000. The total increase in net 
demand deposits was somewhat smaller 
than the sum of the three items men- 
tioned, because approximately $50,000,- 
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000 was withdrawn for hoarding.in the 
form of currency. This was reflected 
in an increase in demand for Federal 
Reserve notes of large denominations. 

The upward trend may not continue 
during May, but the increase in aggre- 
gate demand deposits has already ap- 
proached in magnitude the expansion 
which occurred during the summer of 
1936 when the Veterans’ bonus was dis- 
tributed. Distribution of the Veterans’ 
bonus was followed by a substantial 
stimulation of the consumer goods’ in- 
dustries. However, it cannot be taken 
for granted that similar effects will fol- 
low the recent. increase of checking- 
account deposits. The distribution to 
the veterans represented a windfall 
which, in the majority of instances, was 
soon spent for houses, automobiles, and 
other durable goods as well as for con- 
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sumer goods. Additions to checking 
account deposits representing funds 
coming from abroad ($575,000,000) 
probably will not be used immediately 
for purchases in the domestic markets. 
In spite of the difference’ in character 


between the recent expansion in demand 
deposits and that resulting from the 
bonus distribution, a moderate stimula- 
tion of trade may result if the repres- 
sive influence of European uncertainties 
diminishes. 


INDUSTRIAL PRODUCTION COMPARISON 


Business Bulletin, Cleveland Trust Company 


NDUSTRIAL production in_ the 
United States last year was only 
about 72 per cent. as great in vol- 

ume as it was in 1929, the last pros- 
perity year before the great depression. 
That fact in itself is not astonishing, for 
we know all too well that 1938 was a 
depression year in this country. It is, 
however, disconcerting to find out from 
the data published by the League of Na- 
tions that the volume of industrial pro- 
duction in this country last year was a 
smaller percentage of that of 1929 than 
it was in any of the other countries for 
which complete statistics have so far 


been compiled: 
InpusTRIAL PropucTion IN 1938 
1929 = 100 


Finland 

Sweden 

Estonia 

Chile 

Denmark 

Norway 

Germany 

Poland 

United Kingdom 
MNT, aw aieig Cerone feo wea eisiecield 98.6 
Canada 
Netherlands 
France 

Belgium 

United States 


The percentages range from nearly 
175 in the case of Latvia down to only 
72 in that of the United States. It may 
well be that the notably high output of 
Japan is to be explained in part by the 
military activities of that country, but 
preparations for war can hardly account 
for the large volumes of production of 
such countries as Latvia, Finland, 
Sweden, and Estonia. It must be re- 
membered moreover in that connection 
that our own military and naval ex- 
penditures last year were far above 
those of previous peace-time years. 

Perhaps the most significant of ail 
of the comparisons is that between the 
volumes of production in Canada and 
those in this country. Production in 
Canada in 1938 was 90 per cent. as 
great as that of 1929, while in the 
United States it was only 72 per cent. 
as large. Canada suffered from the im- 
pact of the great depression as severely 
as did the United States, and in some 
respects she was even harder hit, but 
during the recovery years she has stead- 
ily managed to have less relative unem- 
ployment and larger increases of pro- 
duction than this country, and she has 
done so with smaller proportional in- 
creases in her public debt. 


FIRST QUARTER PROFITS 
Monthly Report, National City Bank of New York 


EPORTS for the first quarter issued 
to date by 305 leading industrial 
corporations show combined net 

‘profits, less deficits, of approximately 
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$206,000,000, which is more than double 
the $94,000,000 total reported by the 
same companies in the first quarter of 
1938, when earnings had fallen to a 
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relatively low level and more than one- 
third of these companies were operating 
at a deficit. 

As compared with the fourth quarter 
of 1938, when business activity was ex- 
panding and profits of this group of 
companies had risen to $240,000,000, 
there was a decrease of 15 per cent. 


Net worth of the companies in this 
tabulation aggregated about $10,700,- 
000,000 at the beginning of this year, 
upon .which the first quarter profits 
were at an annual rate of 7.7 per cent., 
against a rate of 3.4 in the first quar- 
ter of 1938 and 11.9 in the first quarter 
of 1937, 


MAJOR TAX REFORMS NEEDED 
Fortune Round Table, Fortune Magazine 


Five major reforms in Federal taxation 
represent the “area of agreement” discov- 
ered in a group of fifteen men whose find- 
ings were published in full in the May issue 
of Fortune magazine. These men, who were 
invited to contribute to Fortune’s second 
“Round Table,” included: five prominent 
yusinessmen, a pro-Roosevelt labor leader, 
a lawyer, a Socialist, a farm leader, four 
economists, and two tax experts (James M. 
Nicely, vice-president of Guaranty Trust 
Company of New York, was one of the 
group). Recommendations Were as follows: 


1. Abolition of tax-exempt securities. 

2. Relief of the poor by repeal of all 
Federal excise and sales taxes (except 
gasoline, tobacco and liquor). 

3. An increase of $700,000,000 in the 
income tax, to be raised from the mid- 
dle income brackets by lowering exemp- 
tions and raising present rates. 

4, Establishment of a National Tax 


Commission to formulate long-term tax 
policy, eliminating present uncertainty 
and complexity. 

5. Reform of corporation taxes to 
eliminate double taxation of dividends, 
the capital-stock tax, the excess-profits 
tax; also to permit consolidated returns, 
reasonable allowances for depreciation, 
and the carryover of losses. 

In formulating a tax system, care 
must be taken not to penalize business 
expansion upon which the solution of 
our unemployment problems depends. 
If the features in our present tax system 
penalizing enterprise remain unchanged, 
venture capital needed to stimulate new 
enterprise will disappear, and our econ- 
omy will remain in a condition of stag- 
nation under which unemployment will 
continue to exist. 


A COURSE FOR RECOVERY 
Chamber of Commerce of the United States 


COURSE of action looking to the 
stimulation of private enterprise 
and business recovery was outlined 
in a series of resolutions adopted at 
the closing session of the recent annual 
meeting of the Chamber. Two declara- 


tions of especial interest to bankers fol- 
low: 


Banking Act of 1935 


Congress in its affirmative steps to 
stimulate the free and sufficient flow 
of capital and credit into the securities 
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of business enterprise should include 
amendment of the Banking Act of 1935 
to permit commercial banks to partici- 
pate in the underwriting of those classes 
of securities they are legally entitled to 
own to the extent of such amount as 
they are entitled to carry as investments. 


Capital Markets 


The greatest single force in bringing 
recovery from earlier depressions was 
the flow of capital into old and new 
enterprises. There were thus created 
new work opportunities, new income 
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and wealth for the nation, new public 
revenues, and higher standards of living. 
This potent force should without fur- 
ther delay be allowed to operate. The 
capital markets should be jreopened for 
private enterprises. The normal pro- 
cesses of saving and investment should 
again be encouraged and should be per- 
mitted to have their effects so beneficial 
to all interests, public and private, and 
in all of the fields of enterprise. 
Congress should immediately take af- 
firmative action to stimulate the free 
flow of capital into investments in both 
established and new enterprises. It 
should modify the laws regulating the 


issuance of private securities, without 
removal of essential safeguards for in- 
vestors, and should require administra- 
tive agencies under these laws to re- 
move unnecessary restrictions from their 
regulations, to the end that there may 
be encouraged a broad and free-flowing 
market for the legitimate securities of 
business enterprise. At the same time, 
Congress should refuse to give attention 
to new measures which would give rise 
to additional uncertainties detrimental 
to the orderly processes of the capital 
market at a time when the public in- 
terest calls for operation of that market 
at its fullest efficiency. 


THE BUSINESS OUTLOOK 


Selected Reports 


The First National Bank of Boston 
New England Letter 


From the near-term point of view, 
business fundamentals are quite favor- 
able. Production schedules in general 
have been adjusted to consumer de- 
mands. The decline in inventories of 
raw materials, semi-finished and finished 
goods has gone far toward correcting 
the overexpansion which occurred dur- 
ing the 1936-37 period, according to a 
recent survey made by the National In- 
dustrial Conference Board. 

Responding to this improved statisti- 
cal position, general wholesale com- 
modity prices have shown comparative 
stability for the past twelve months. 
Sentiment throughout the country is 
leaning toward a more conservative 
trend. Although Federal spending con- 
tinues at near record peace time levels, 
local communities in many sections are 
becoming tax conscious and are making 
progress in placing their finances on a 
sounder basis. 

As a result of greater efficiency, busi- 
ness management in many lines reports 
good earnings despite high operating 
costs and heavy taxes. The banks of 
the country are in the strongest condi- 
tion in many years and have ample 
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funds available for all deserving enter- 
prises. 

In view of the foregoing factors it 
would appear that any definite lessening 
of the European tension would release 
the recovery forces now apparently held 
in abeyance. 


The National City Bank of New York 
Monthly Report 


It is not easy to appraise the domestic 
situation at a time when it is so much 
affected by external disturbance, for no 
one can say whether the slackening has 
been caused for the most part by the 
foreign news, or whether there were 
more domestic weaknesses than business 
observers generally believed. 

Moreover, the weather has been un- 
seasonable, which makes interpretation 
of the retail trade and automobile sales 
figures difficult. If the war menace 
passes in the near future, it will be pos- 
sible to judge the business prospect 
more accurately. 

If the slowing down is due chiefly to 
postponement of commitments that will 
be made later, it will not last long or 
produce a major recession, for the vol- 
ume of business spending of the type 
that can be postponed was already low 
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Likewise, commodity buying policies 
have been conservative since last 
autumn. 

There is good statistical evidence that 
manufacturers’ stocks of raw materials, 
and commitments for them, are low, 
and the same is true of stocks and com- 
mitments in retail and distributing 
channels. Some commodity markets 
show that buyers are in need of sup- 
plies. 


American Federation of Labor 
Monthly Survey of Business 


Business this spring is in a stalemate. 
instead of the new upsurge toward re- 
covery which everyone expected, activity 
has drifted gradually downward in the 
first four months of 1939. Business is 
now some 30 per cent. below normal; 
last year in April it was 40 per cent. 
below normal. Even this small improve- 
ment over last year however has made 
it possible for industrial firms to op- 
erate with considerably more profit. 

Our industrial paralysis is not due 
to such industrial ill health as present 
over-supplies of goods or inflated prices. 
Observers agree that industry today is 
in a healthy condition, full ready for 
expansion, production increases and re- 
employment. Our failure to go ahead 
is due to uncertainty of the future, and 
to fear of war in Europe. And because 
of uncertainty, our industries are run- 
ning at only 70 per cent. of normal and 


we still have 11,200,000 unemployed 
(March). 


The Cleveland Trust Company 
Business Bulletin 


Probably we must reconcile ourselves 
to the prospect that business will con- 
tinue to operate cautiously, and to post- 
pone new enterprising undertakings, as 
long as the fears of war continue to add 
their restraining influences to the doubts 
about the prospects for profits which 
have long prevailed here in trade, indus- 
try, and transportation. 

Bright spots in manufacturing in- 
clude ship building, aviation, machine 
tools, chemicals, and most parts of the 
automobile industry. The railroads as 
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a whole are not earning enough to cover 
interest requirements. 


National Association of Credit Men, 
Henry H. Heimann, Executive 


Manager 


The feverish armament race through- 
out the world has stimulated business 
in all directions. In Europe preparation 
for war has mustered out the ranks of 
the unemployed. In this country our 
rearmament policy constitutes a_back- 
ground for another spending program. 

Because normal business operations 
are slightly better than a year ago, 1939 
will probably make a better record, but 
the strongest stimulus this year is arti- 
ficial and unhealthy: war orders, direct 
or indirect. As to accumulation of sur- 
plus stocks in anticipation of war, it 
must be obvious that once the program 
is completed, normal buying for routine 


needs will be equally offset in the years 
ahead. 


In short, the world has a bear by the 
tail. Foreign countries give evidence 
of great business activity because of 
their war preparations. But the buoy- 
ancy of business, the return of reason- 
ably full employment abroad because of 
war or threats of war constitute a prob- 
lem demanding definite solution if a 
conflict is to be avoided. 


Annual expenditures for war pur- 
poses among all the nations of the world 
have increased five-fold in the past sev- 
eral years. Temporarily these outlays 
stimulate business and industry. Over 
a long-range period of time they exact 
a heavy toll, being responsible for a de- 
pression such as we have known for a 
decade. Because war threats have stimu- 
lated reémployment and business recov- 
ery, a discontinuance of armament ex- 
penditures would mean an _ almost 
immediate, although relatively tempo- 
rary, cessation of business activity. The 
attendant depression period would bring 
internal upheavals in many foreign na- 
tions. And so the nations blindly 
blunder on, fearful of the alternatives, 
unable to control the disastrous drift. 


That is why I say the world has a bear 
by the tail. 
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VIEWS 


Recent speeches given before national, regional or state groups—digested or 


excerpted for your convenience. 


REPEAL OF POSTAL SAVINGS 
By R. L. Pope 


President North Carolina Bankers Association 


HE time has come when more con- 
centrated effort ought to be made 
on the part of the banks to secure 
a repeal of the Postal Savings Law, as 
the need out of which this law was en- 
acted has passed and, with the insur- 
ance of bank deposits and the sound 
condition of our banks, it is no longer 
necessary to make available to the pub- 
lic a Federal Depository. 
A sizable amount of funds in every 


section is tied up in these deposits and 
not available for use in the communities 
where this wealth was produced, and, 
as it is against the traditions and 
policies of our democratic system for 
our Government to engage in business. 
this practice of providing a depositor) 
in every town in competition with local 
banks should be discontinued.—Nort/: 
Carolina Bankers Association Conven- 
tion. 


PRODUCTION CREDIT COMPETITION 


By Woop NETHERLAND 
Chairman, Committee on Government Lending Agencies, Missouri Bankers Association 


OMPETITION from Production 
Credit associations is of course the 
major source of irritation to banks, 

particularly in agricultural areas, and 
to banks dealing in live stock loans. 
There can be no question that many 
small banks whose livelihood depends 
on agricultural loans have suffered a 
loss of business, and that continued loss 
of business through this competition will 
cut at the roots of the American system 
of unit banking. 

Country banks cannot continue to be 
indifferent toward the Production 
Credit System if they desire to survive. 
This system has been set up as a per- 
manent agency. It finances all types 
of agricultural credit on a codperative 
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basis. Its affairs are directed by capable 
men, it is aggressive in its efforts to 
acquire new business, and it constitutes 
a growing challenge to the banks in 
our agricultural areas. 

This is not an academic question. 
Fortified with public funds on which 
there is no fixed accountability date, or 
cost, these agencies are able to grant 
“thinner” credit at cheaper rates than 
are institutions subject to both statutory 
and fiduciary limitations. For this rea- 
son, notwithstanding the preference of 
most clients for chartered banks, a 
growing percentage of this credit will 
flow to Production Credit associations 
so long as this situation exists. 

Previous to the Banking -Act of 1935, 
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which enlarged the ability of the Fed- 
eral Reserve bank to assist its members 
in times of stress, these associations may 
have served a useful purpose, but they 
will in time constitute a serious menace 
are members of the Federal Deposit In- 


to the solvency of many banks which 
surance Corporation, and it is in the in- 
terest of sound banking generally that 
these institutions be discontinued.— 
Missouri Bankers Association’ Conven- 
tion. 


WHAT’S WRONG WITH BANKING? 
By C. L. Rosey 


President, 


SN’T it clear that either the quality 
of banking is going to change or 

the system is going to be changed 
with the next financial crisis? 

Does not what must be done relate 
io what bankers must do? Not to what 
Congress must do, or what state legisla- 
tures must do, or what the Federal Re- 
serve System must do, or what the 
FDIC must do—but what bankers must 
do. 

Will the Federal Reserve System or 
the FDIC save the unit banking system 
if we come to another banking holiday? 

The Federal Reserve System was de- 
vised as an agency for the prevention 
of panics and to take some of the swing 
out of economic forces; 1933 liquidated 
that notion, and gave us that other 
glamour girl—the Federal Deposit In- 
surance Corporation as the only work- 
able alternate to centralized banking. 
This organization extended the life of 
the unit banking system, for which we 
are grateful. 

It is the FDIC that gives us the one 
remaining opportunity to save that unit 
system, if unit bankers have the gump- 
tion to do it. The job is to make 15,000 
banks depression-proof before the next 
severe financial strain comes. Another 
flock of failures and all, good and bad 
alike, will be very promptly transformed 
by legislative processes. 

It might not take many failures to 
work this result, for the country will 
not again wait till thousands of banks 
fail, before taking banking over on the 
ground of national necessity. 

FDIC is effective only if failures 


Virginia Bankers Association 


come in an orderly manner. Just as 
police protection is adequate so long as 
most people behave normally, and in- 
surance is good if people refuse to com- 
mit suicide or burn their homes, so 
FDIC is good only. so long-as individual 
banks are strong. 

The prognosis for the unit banking 
system, as things stand today, and on 
the basis of what has already been 
done, is not too favorable. The salva- 
tion of the present American banking 
system is yet to be made secure. If a 
serious depression comes in a year or 
two it almost surely will be supplanted 
by a centralized type. This conclusion 
is unescapable because of the number 
of invalid banks. Isn’t any other con- 
clusion an illusion that experience must 
cure and pride discard? 

Mr. Crowley drew up the indictment 
when he reported after analysis that 
only 10.2 per cent. of banks have good 
managements. I have heard in other 
high official circles the statement that 
we have 15,000 banks and only 1000 
bankers. 

What did Mr. Crowley mean to say 
was wrong with the other 90 per cent. 
of banks? This I think is what he 
meant: 

(1) As a system we have too many 
slow and doubtful loans. 

(2) Too many sub-standard bonds. 

(3) No bond policy down in black 
and white that we live by. 


(4) Too much money tied up in 
buildings and furniture and fixtures. 


(5). Too much other real estate. 
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(6) Too little capital in proportion 
to deposits. 

(7) Not enough in the surplus and 
profit accounts. 

(8) That we pay too much interest 
on savings. 

(9) That we don’t know our operat- 
ing costs. 

(10) That we give away service that 
costs us a lot of money when we should 
be merchandising it at a profit. 


(11) That banking is anemic. That 
it lacks profit, and that profits are the 
vitamins of banking. 

(12) And that if we do not quit these 
things and earn more money, we are 
not going to stay in the banking busi- 
ness. 

That’s what I think he meant, and | 
think what he has said is the first word 
and not the last.—ABA State Secretaries 
Section meeting, Hot Springs, Virginia. 





TRUST NEWSPAPER ADVERTISING 


By TowNeR PHELAN 


Assistant Vice-President St. 


AM not advocating newspaper adver- 
tising to the exclusion of direct mail 
or any other kind of advertising. 

Direct mail advertising can do certain 
things better than other kinds of adver- 
tising. It will produce more and better 
leads for your new business department, 
for example. Direct mail should con- 
stitute a part of every trust advertising 
program. Where the appropriation is 
quite small, it may quite appropriately 
be the only form of advertising used. 
Where, however, a sufficient appropria- 
tion is available to do a good job in 
the newspapers, then they should con- 


Louis Union Trust Company 


stitute the backbone of the advertising 
program and direct mail should play a 
supplementary rdéle. 

To attain our objectives of creating 
confidence and favorable public opin 
ion, we must not limit our advertising 
merely to those people who are 
prospects for trust service, but must ad- 
vertise to the entire public. Our major 
expenditures, therefore, should be 
placed in newspapers, for the news- 
paper, despite the growing importance 
of the radio, is still the chief instru- 
mentality through which public opinior 
is formed.—From a recent address. 


RISK CAPITAL NEEDED 


By Joun W. Hanes 


Under Secretary, U. 8. 


E are confronted today with a 

great surplus of capital which 

does not desire to take a chance, 
and a distinct shortage of that which 
does. 

Venturesome capital is needed to in- 
duce the investment of cautious capital. 
New enterprises can be started and old 
ones that are subject to rapid changes 
can be continued only with capital will- 
ing to take a chance. Moreover, even 
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Treasury 


our most stable industries need a mar- 
gin of enterprising capital willing to 
absorb the shock of the risks to which 
even those industries are subject, in or- 
der to permit them to secure senior capi- 
tal through the issuance of bonds and 
preferred stock. The employment of a 
dollar of venturesome capital may per- 
mit the employment of several dollars 
of senior capital, but if no one is will- 
ing to take a chance, projects may be 
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abandoned even if the earnings pro- 
spects are promising. 

The fact that despite an abundance 
of capital, there is no willingness to 
supply these assets, means that there 
are obstacles in the way of profitable 
investments. Some of these obstacles 
are, of course, beyond our control; 
others are beyond our vision; some, 
however, are of our own doing and can 
just as well be undone. 

There are a number of places where 


sympathetic action by Government 
might help restore courage and willing- 
ness to launch out in new enterprises. 
It is essential that we direct our ener- 
gies toward every move that will en- 
courage our people to invest in enter- 
prises which will put men back to work. 

Democracy is on trial, and we who 
hold that ours is the best of all pos- 
sible systems, owe a duty to mankind 
to unite in a common effort to make 
Democracy succeed.—/ndiana Bankers 
Association Convention. 


THE FUTURE OF BANKING 


By James H. Penick 


Executive Vice-President W. B. Worthen Co.. Bankers, 
Little Rock, Arkansas 


HERE is no reason for bankers to 
feel that their business has been 
ruined, changed beyond redemption, 
or that there will be no particular profit 
in the financial field in the future. 
Banking is and always has been a 
changing profession. It started as a 
method of supplying a safe place for 
gold or silver and has changed to be- 
come a supply of credit for commercial 
transactions, real estate purchases and 
short-term personal loans. At the pres- 
ent time it is acting as an investment 
trust for the furnishing of various 
financial help, the supplying of credit 
to the Government and the means of 
making available a check currency for 
this country. 
Bankers have always been intelligent 


enough to make a profit out of what- 
ever type of banking business the com- 
mercial life of the country demanded. 
I see no reason to think that we cannot 
continue to make a profit out of the 
type of banking service that we are 
asked to render. I see no reason to 
think that the banks cannot expand 
deeper into the supplying of consumer 
credit, into the supplying of new types 
of banking service, into the supplying 
of personal loan credit; and by this ex- 
tension of the field and the use of com- 
mon sense, develop earnings that will 
take the place of those lost by the ab- 
sence of large blocks of industrial credit 
that was supplied in the vears that have 
passed.—Missouri Bankers Association 
Convention. 


INTEREST RATE INDUCEMENT ON SAVINGS 


By Henry S. KiIncMAN 


President Farmers and Mechanics Savings Bank, 
- Minneapolis, Minnesota 


HERE may be some difference of 
opinion as to the effectiveness of 
the interest rate in attracting sav- 
ings depositors. During the past seven 
or eight years, total savings deposits in 
this country have increased notwith- 
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standing a sharp decline in the interest 
paid on savings accounts. On certain 
classes of accounts there is good reason 
to believe that the interest rate is of 
little importance. Where people save 
for the primary purpose of spending 
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within a short period (as in the case 
of Christmas- Club accounts), the total 
elimination of interest will have little 
effect on the volume. We suspect also 
that the small depositor, whose primary 
interest is the accumulation of a modest 
balance for protection against illness or 
other emergencies, will persist in his 
efforts without much regard to the in- 
terest he receives. At the other end 
of the scale are the largest accounts, 
many of which are in the nature of in- 
vestment accounts anyway and patron- 
ize the bank as a refuge of safety or as 
a temporary depository until open mar- 
ket rates improve. They will, in fact, 
be the first to evaporate when external 
conditions offer the owners a better in- 
vestment or speculative opportunity. In 
brief, even though it were sound policy 
for banks to compete for savings on a 


basis of interest rate, we are not at all 
sure that a higher rate would produce 
the desired effect. 

One danger in a rate of interest un- 
justified by earnings and costs is that 
it forms a precedent difficult to abolish. 
Recent studies among Massachusetts 
savings banks showed that reductions in 
their interest rates were usually made 
about eighteen months later than they 
should have been, and that increased 
rates were generally reéstablished about 
a year too soon. There can be no agree- 
ment as to what is a proper interest 
rate for a commercial bank to pay in 
its savings department. Consensus of 


opinion is, however, that 114 per cent. 
is the maximum under present condi- 
tions for large metropolitan banks and 
that in many cases a lower rate would 
be preferable-——From a recent address. 


TRADE BARRIERS 


By Tuomas J. Watson 
President International Chamber of Commerce 


E have a great many national 

trade barriers affecting trade 

within our own country that we 
must give consideration to. 

Class feeling is a national trade bar- 
rier, that affects us all, and all of the 
people connected with our Government 
and all our citizens should do. every- 
thing possible to eliminate every form 
of class feeling, not only through con- 
versation, but by developing policies 
that will tend to eliminate it. 

Unfair criticism of Government by 
business, and unfair criticism of busi- 


ness by Government are trade barriers 
that affect us all. 

Any form of taxation that prevents 
the free flow of private capital is a 
trade barrier that affects every one in 
our country. It is within our power 
to eliminate all of these national trade 
barriers within our country, which are 
affecting trade within the country, and 
at the same time do all we can to bring 
about a fair readjustment of the inter- 
national trade barriers, so that we can 
have the proper flow of goods and serv- 
ices between countries.—From a recent 


address. 


THE STRANGULATION OF CAPITAL 


By Cuartes F, Noyes 
Charles F. Noyes Company, Inc., New York 


T is unscientific taxation that is 
strangling capital and destroying in- 
itiative, and indirectly I feel that this 

is the reason why this country with 58 
per cent. of all the gold reserves and 
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probably. 50 per cent. of all natural as- 
sets and admittedly the greatest country 
in the world in natural resources, has 
from 10,000,000 to 13,000,000 of un- 
employed. 
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It is the reason why our real estate 
is not selling; why money has backed 
up in all our commercial banks and 
cannot be gainfully employed; and the 
reason why tax-exempt securities are 
selling at high premiums with low 
yields. Men of means have been com- 
pelled on account of possibility of death 
to invest their funds in this type of se- 
curity so as to pay the taxes they know 
will face the estate when they die. 

Furthermore, apparently those in 
Washington are afraid to levy a com- 


parable amount on incomes in the lower 
brackets from $2000 to $30,000 and it 
is from this type that most of the earn- 
ings of this country come. 


The statement has been made, and I 
have not heard it contradicted, that the 
1938 tax collections of Federal, state 
and city governments amounted to $13,- 
700,000,000 and last year took 22 per 
cent. of the national income, whereas 
during the 1920’s the average was only 
12 per cent. 


THE CHOICE LIES WITH BUSINESS 


By THomas C. BousHALL 


President The Morris Plan Bank of Virginia, 
Richmond, Virginia 


F business is so timid, so unsure of 

its fundamental contribution to the 

welfare of the people, so lacking in 
its faith in the bedrock stamina of the 
common sense of the Amercian people, 
all the efforts to remove deterrents and 
establish precautions would be of little 
avail. 

Business must assume the initiative. 
Business must take that chance. Busi- 
ness must believe that the American 
people will not tolerate high taxes when 
business is flourishing; that they will 
not stand for high costs of relief in an 
era of full employment. Business must 
itself come upon the stage in full con- 
fidence that its program warrants full 
support. 

And make no mistake, America will 
give it that support. Government will 
again become a regulator and not a con- 


troller. Government will again be a 
gatherer of taxes and not a reformer 
through taxation. Government will as- 
sume its réle of servant and lose the 
caste of master. 

The choice lies with business. 

The world today awaits a successful 
demonstration that the life and lot of 
a people in their individual daily lives 
is happier, fuller, freer under the sys- 
tem of individual freedom of expression 
and personal liberty of action. If busi- 
ness will disregard all the apparent de- 
terrents and grasp the leadership of our 
American economy in response to ‘the 
longing of the American people for a 
revival and resumption of the American 
Way, we can and shall have such a 
demonstration.—Before the Southern 
Commercial Secretaries Association, 
Richmond, Virginia. 


THE FUTURE OF BANK LOANS 
By W. T. Kemper, Jr. 


President, Missouri Bankers Association 


HE question as to whether or not 
loans will increase appreciably, 
and, if so, when, is uppermost in 
the minds of practically all bank man- 
agements. There are many reasons 
for thinking that any probability for a 
large increase in loans from present 
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levels in the near future is based more 
on hope than on reasonable expecta- 
tion. 
Loans in the past have been used 
largely for the purposes listed below: 
1. To finance trading in stocks and 


bonds. 
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Under present conditions the Secu- 
rities Exchange Commission has power 
to supervise in general the activities of 
the stock exchanges. The Board of Gov- 
ernors of the Federal Reserve System 
has the specific authority to set and 
regulate margin requirements. Conse- 
quently, there is very little likelihood 
of any large increase in loans on stocks 
and bonds to dealers or individuals. 


2. Borrowing on real estate. 


There seems to be little prospect of 
commercial banks lending any substan- 
tial amount on real estate mortgages. 
Some increase has been noted recently 
on Federal Housing Administration 
mortgages, but the total from this 
source is still relatively unimportant. 


3. Borrowings to carry inventories 
and receivables. 


During 1929 the inventories of fifty 
of the largest companies in the United 
States amounted to somewhat over 
$200,000,000. The same companies, at 
the end of 1938, had inventories of ten 
million dollars less. Good business 
management now operates with smaller 
inventories than formerly. Better pro- 
ducing methods and speeding up trans- 
portation have greatly facilitated this 
trend. Much of the financing of receiv- 
ables is now done through finance com- 
panies. 


4. Borrowing on commodities. 

With such large potential production 
capacity for practically all farm prod- 
ucts, it seems very unlikely that much 
money will be borrowed for speculation 
in raw materials. Under the Banking 
Act of 1933, these activities can also be 
very carefully regulated by the Federal 
Reserve banks. A large part of the 
money loaned to carry surplus farm 
products has been loaned by the Gov- 
ernment agencies. 


5. Borrowings for installment pur- 
chases and finance companies. 


Customers borrowing direct from the 
banks for installment purchases and 
other small loans have increased con- 
siderably during the past few years. 
However, a large part of the increased 
borrowing from banks directly repre- 
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sents loss of borrowings by the finance 
companies. 

6. Short-term loans for capital pur- 
poses. 

There has been some increase in the 
short serial loans during the past few 
years. However, most well run com- 
panies prefer to obtain their money for 
a long period of years—particularly in 
view of the attractive rates recently. 


Additional Factors 


The United States Government has 
loaned money to farmers, railroads. 
home owners and others, these loans no! 
being available to banks. The total 
guaranteed obligations of the Govern- 
ment now amount to well over five bil 
lion dollars. This money has been ad- 
vanced to borrowers who formerly deal: 
with private lenders. It is obvious tha‘ 
loans by Governmental agencies prom- 
ise to increase somewhat in the near 
future. 

Our country is approaching maturity. 
Consequently, money to develop new 
industries is likely to be needed in 
smaller quantities in the future than it 
has been in the past. Even if new in- 
dustries are developed, a large part of 
the funds will be obtained through stock 
financing. 

During the period of comparatively 
high stock prices from 1925 to 1929, 
many companies financed themselves 
through sale of stock sufficient to meet 
their capital needs for many years. The 
total amount of new capital issues from 
1925 hrough 1929 was about thirty- 
eight billion dollars. 

Analysis of a list of large borrowers 
during late 1929 indicates that a large 
proportion of these accounts are not 
likely to borrow again. From one-half 
to two-thirds of the large borrowers ten 
years ago have since gone into bank- 
ruptcy, liquidated, or are deceased. 
Some who have not suffered one of 
these fates have financed their capital 
needs through the issuance of bonds or 
stock. 

It is quite probable that loans may 
increase moderately from time to time. 
These increases may have some impor- 
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tant effect psychologically, but in rela- 
tion to the amount of loans which the 
banks had in 1929, the increases prob- 
ably will be relatively small. The larg- 
est borrowers in 1929 and at present are 
the finance companies and the invest- 
ment agencies. 


Conclusions 


The conclusions I draw from the pre- 
ceding observations are as follows: 

1. Loans are not likely to increase 
very much for a long time. 

2. A speculative boom would be the 
most likely cause of a large increase in 
joans. 


3. No such boom is probable as long 
as the present laws, regulations, and 
attitudes affecting business in general 
obtain. 

4. Even if a so-called boom did come, 
the Securities and Exchange Commission 
and the Board of Governors of the Fed- 
eral Reserve System have ample author- 
ity with which to curb speculation. 

Such remarks as I have made are not 
pleasing. We have all been hopeful 
that greater profits could be made 
through loans. It behooves all of us to 
look elsewhere for increased earnings. 
—From some “unofficial” observations 
made at recent Missouri Bankers Asso- 
ciation convention. 


WHAT’S AHEAD FOR BANKING? 


By W. F. GepHart 
Vice-President First National Bank, St. Louis, Mo. 


T would seem that the following 

tentative deductions regarding the 

commercial banking situation may 
be made: 


1. Interest rates will probably not 
materially increase for some time; first, 
because of the accumulated capital 
awaiting investment; second, because of 
the powerful and various kinds of con- 
trol that Government has over money, 
credit, and banking; and, third, be- 
cause of the competition of private and 
Government financial agencies. 


2. There are doubtless many bankers 
who assume that when we have real 
business recovery that commercial bank 
loans will return to the high level of 
the twenties. This will probably not be 
true, 

3. Either commercial banks must find 
new sources for the use of their funds 
or the number of the units of commer- 
cial banking will decrease. 


4. Commercial bankers must better 
equip themselves to handle their invest- 
ment portfolios. The evidence indicates 
that commercial loans for some time to 
come will be much less than they have 
neen in the last twenty-five years. 


5. Every effort must be made to re- 
duce costs of operation. 

6. There is some evidence that some 
bankers are making a mistake similar 
to that which they made in the 1920's. 
In that period, it will be recalled, cut- 
throat competition for deposits led to 
the payment of such high interest rates 
on deposits that this became one of the 
most important single costs of banking. 
In the end, this practice led to such 
evils that the Government interfered and 
prohibited the payment of interest on 
demand deposits altogether. Today, 
under the pressure of idle funds and 
Government influence, competition for 
loans and investments has driven inter- 
est rates to a point where in many cases 
they do not even cover the ordinary op- 
erating expenses involved. Will it be 
necessary for Government again to step 
into the situation and subject an already 
over-regulated business to more detailed 
supervision? Competition in banking 
as well as in other businesses has its 
place, but when it becomes of a cut- 
throat character and forces prices below 
operating costs, then it becomes suicidal. 
—Tennessee State Bankers Association 
Convention. 
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ADVERTISING and 
PUBLIC RELATIONS 


Recent developments in bank advertising and public relations work 


‘A Special Sale of Credit’’ 


Bank advertising men have long com- 
plained because they couldn’t advertise 
“clearance sales,” “fire sales,” or any 
other kind of sales. 
Bank of Madison, Wisconsin, however, 


‘““EYE-CATCHERS”’ 


These bank ad heads caught our 
eye and made us read the ad. How 
about you? 

Announcing— 
A Special Sale of Credit 

—The First National Bank of 

Madison, Wisconsin 
Chips Off the Old Block 
—State-Planters Bank and Trust 
Company, Richmond, Vir- 
ginia 
*‘God Bless America’’ 
—Peoples National Bank, Rock 
Hill, South Carolina 


Yes—Many Women 


Are Good Business Men 
—National Bank of Commerce, 
San Antonio, Texas 


When You Pay the Grocer... 


Does the Butcher Have to Wait? 
—Marine Trust Company, Buf- 
falo, New York 


Cash and Carry... 


New Style! 
—Morris Plan of San Fran- 
- cisco, California 


The First National ” 


recently carried a half-page advertise- 
ment in the local paper, headed: “An- 
nouncing—A Special Sale of Credit.” 
Sub-head read: “for every individual 
and commercial need,” and copy ex- 
plained: “When a merchant has an ex- 
cess of merchandise on hand, he puts 
on a sale to move it. Here at the First 
National Bank we have an excess of 
credit available. We are making a spe- 
cial offering, accordingly, of enough 
different kinds of credit packages to 
serve the needs of every prospective 
borrower. Study these offerings—see 
how they can be put to your use—then 
come in and talk over your individual 
credit needs. . . . You need not be a 
customer to borrow at the First National 
Bank.” 

In eight boxes in the ad, various 
types of loans are described, with de- 
tail as to interest rates, length, etc. 
Types covered are: New Car, Used Car, 
First Mortgage, FHA, Repair, Personal, 
Collateral, and Business Loans. 

This same copy is-effectively brought 
to the attention of the bank’s customers 
in an attractive display case in the 
lobby. Developed under the direction 
of W. J. Hart, the bank’s purchasing 
agent, this lobby display has come to 
be a real good will getter in Madison. 
Manufacturer customers of the bank are 
permitted to display their products in 
the case for two-week periods, each such 
manufacturing display being alternated 
with one devoted to the bank’s own 
services. To further attract attention 
and maintain interest, even the bank’s 
displays are three dimensional—the 
“Special Sale of Credit” display, for 
example, incorporated miniatures of 
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each phase of the ,bank’s loan service 
(see photograph in this department). 

With one thousand people a day 
stopping to inspect the material in this 
display case, it has proved a real good 
will promoter for the bank. Demand 
from customer-manufacturers has been 
so great that enough material to carry 
the display through the rest of this year 
has been booked ahead. 


United Bank Uses Films 
The United National Bank of Long 


Island, New York, is’ promoting the 
services of its four offices in Queens 
County through motion picture adver- 
tising. Alexander Film Company li- 
brary playlets are being used, part of 
them being revoiced to advertise United 
Bank’s “Check Audit Service.” 


Milwaukee Public Meeting 


As an opening feature of the Wiscon- 
sin Bankers Association’s 45th annual 
convention on June 6, the public has 
been invited to be the guest of the banks 
at the Milwaukee Auditorium. This 
public meeting will feature Wilbur 
Evans, popular baritone and radio star, 
and Dr. Adam S. Bennion of the Utah 
Power & Light Company, Salt Lake 
City, an outstanding educator and 
speaker. Guest tickets to the meeting 
are being distributed by banks in Mil- 
waukee city and county. Response to 
previous public meetings in Wisconsin 
has been enthusiastic, and resulted: in 
considerable good will to banking 
there. Last- fall auditoriums were 
packed in Appleton, Marshfield, La- 
Crosse, Madison, and Waukesha. Over 
10,000 people heard John Carter, tenor 
of the Metropolitan Opera Association, 
and William Irwin of the American 
Bankers Association as guest speaker. 


\e 


Surprise! Surprise! 


A human interest story! was behind 
the advertisement headed: “Birthday 
Greetings to Our President,” carried by 
the First National Bank,:Mount Ver- 
non, New York, last month. When 
President McClellan read his evening 
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One thousand people per day stop to 
see the attractive three-dimensional 
displays in the lobby case at The 
First National Bank, Madison, Wis. 
(See first item, this department.) 


paper that night, he saw the advertise- 
ment for the first time—saw the large 
pen and ink drawing of his own smil- 
ing face, and read the tribute to his 
sixty years’ service to the community, 
and his leadership of the bank for the 
past forty-one years. Directors, officers, 
and the staff of the bank took this novel 
method of extending their birthday 
greetings on Mr. McClellan’s seventy- 
ninth birthday. 


Mutual Savings Exhibit 


“How savings bank dollars help you, 
your nation, your state, your city and 
your neighborhood” is the theme of the 
exhibit recently opened in Brooklyn, 
New York, by Group Five, Mutual Sav- 
ings Banks of Brooklyn, Queens, Staten 
Island and Long Island. The exhibit, 
which consists of motion pictures and 
photomurals showing the benefits, serv- 
ices, investments and growth of mutual 
savings banks, is the initial step in a 
public relations program in which this 
entire group of banks is codperating. 
The program will later be extended to 
include talks by representatives of mem- 
ber banks in clubs, churches and other 
community social centers. It is esti- 
mated that 60,000 women will see the 
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exhibit this year, since it is located at 
a central meeting place for women’s 
clubs which are invited to attend lec- 
tures and luncheons each week day. 
Prepared by Muir and Company, the 
exhibit was designed especially to in- 
terest women, and its message is quickly 
told and easily’ remembered. 


Television Information 


With the coming of television, many 
advertisers are interested in the possi- 
bilities of this new medium. In answer 
to many of the natural questions which 
arise, the Advertising and Sales Promo- 
tion Department of the National Broad- 
casting Company, Radio City, New York, 
has prepared a booklet “Television in 
Advertising.” This gives information on 
such matters as color values, interfer- 
ence, “commercials,” range of pick-up, 
etc. Another booklet, which answers 
many popular queries regrading televi- 
sion, is “RCA Television,” prepared by 
the Radio Corporation of America and 
the National Broadcasting Company. 


Consider Your Pocketbook 


Ethel Laney, writer of a syndicated 
newspaper column on home budgets, 
and an instructor and lecturer on the 
subject, was recently presented by the 
First National Bank of Louisville, Ken- 
tucky, for a series of twelve lectures to 


housewives. “It was our aim,” said 
President Ralph C. Gifford, “to render 
the community a service by emphasiz- 
ing the wise use of money in the family 
in these days of extravagant expendi- 
tures when individuals are being urged 
by example and propaganda to make 
unbusiness-like use of their means.” 

The talks were scheduled in the bank 
daily at 9, 11 and 2 o’clock. House- 
wives were requested, in newspaper ad- 
vertising and circulars, to select the 
meetings they preferred to attend, and 
a free attendance card was mailed them. 
Many mothers attended with young 
children, and a nursery was improvised 
by one of the secretaries in an adjoining 
office. A special budget book, titled 
“Consider Your Pocketbook” was given 
to each woman attending. 
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From women’s clubs many groups 
cames.to hear the speaker, some women 
reserving seats for all the talks. The 
bank found, however, that the 9 o’clock 
sessions were poorly attended—the hour 
being too early—and a number of other 
things were learned during this pioneer 
effort. If any other banks plan to pre- 
sent similar programs, the First Na- 
tional has graciously offered to give 
them the benefit of their experience. 
Letters may be addressed to the bank, 
or direct to Walter Distelhorst, adver- 
tising manager. 


F. A. A. Convention 


Mark it down now on your calendar— 
the Financial Advertisers Association 
annual conference—Toronto, Canada— 
September 11-14, 1939. 


New York City Guide 


One of the most useful items to be 
issued by a New York City bank is “The 
City of New York” guide book, given 
with the compliments of The Public 
National Bank and Trust Company of 
New York. This 112 page booklet con- 
tains economic, historical and descrip- 
tive facts selected by the Chamber of 
Commerce of the State of New York, 
and provides a handy guide book to 
both the city and the World’s Fair. Well 
illustrated, and with many helpful 
maps, this booklet is proving a popu- 
lar good will piece. 


Behind the Scenes 
“Behind the Scenes With Your Check- 


ing Account” is the title of a twenty- 


page booklet issued by the Fidelity 


Union Trust Company, Newark, New 
Jersey. The introduction, in part, 
reads: “Every business man uses checks. 
Yet few business. men—even those bet- 
ter informed than most—understand 
what happens to the check you deposit 
for credit to your account—whether it 
be your own or a check given to you 
by another? Or the procedure followed 
when a check is drawn on your account 
to the order of another? Why banks 
are members of the local Clearing 
House Association? You will find the 
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answers to these, as well as many other 
questions, on the following pages.” 
With illustrations, charts and a map, 
the booklet clears up many of the lay- 
man’s questions, does a good selling job, 
and provides an excellent piece of pub- 
lic education work. 


A Loan Every 15 Minutes 


Calling attention to loans made 
through their personal loan department, 
the First National Bank in Palm Beach, 
ilorida, carries an ad reading: “$1,000,- 
00 is the amount our personal loan 
department has loaned to the people of 
Palm Beach County in all walks of life 
in the short period of less than 18 
months.” After giving amount of re- 
payments, amount outstanding, average 
amount of loans and number of loans 
made, the ad states: “For every 15 min- 
utes of a business day since the opening 
of this department on October 26, 1937, 
someone has borrowed $122.00 to pay 
for many of the following items needed 
in everyday life.” A list of purposes 
for which loans have been granted fol- 
lows. The reader is invited to come 
and see the bank’s personal loan de- 
partment when money is needed, and 
the ad further suggests: “You need not 
be a depositor to make application. We 
are ready and willing to loan another 
million dollars to the people of Palm 
Beach County under our liberal per- 
sonal loan plan.” 


Chips Off the Old Block 


“Persons interested in saving time 
and money should consider these facts: 
No matter where you live in Richmond 
there is a State-Planters office conveni- 
ent to you—and each branch is a chip 
off the old block. At each, you will 
find the same superior service that Rich- 
monders have found at the Head Office 
since 1865.” In this human, catchy 
manner, the State-Planters Bank and 
Trust Company, Richmond, Virginia, 
calls attention to its offices. The ad is 
illustrated with a map showing office lo- 
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PERSONAL LOANS at the lowest 
rates...83® per $100°_Repayable 


in 12 Monthly Instalments.... 


For any reasonable need — emergency or opportunity — we 
are glad to advance money to people with an assured 
income . . . Consult the manager of our nearest branch. 


You will appreciate his helpful attitude to your problems. 
BANK OF MONTREAL” 


SSTASLIGHED 1817 


as °R DAME WHERE SMALL ACCOUNTS ARE WELCOME” * deg, 


Attention-getting layout and short 

but informative copy combine to make 

this Bank of Montreal (Canada) 
newspaper. 


cations, and drawing of an axe, block 
and chips. 


Dramatizing Personal Loans 


Designed to dramatize credit and the 
payment of bills, a series of newspaper 
ads from the Valley National Bank, 
Phoenix, Arizona, combine human in- 
terest heads with attractive illustrations. 
One ad, for example, is headed “Thank 
goodness for our baby’s recovery,” and 
shows a child with medical thermometer 
in mouth. Copy brings out the advan- 
tages of using a personal loan to pay 
doctor bills. Another ad in the series 
shows a girl in cap and gown, with 
heading: “Dad just didn’t have the 
money. . . . I could not have finished 
college, except for that Personal Loan.” 
With reminders to “Pay Your Doctor,” 
“Pay Your Dentist,” “Pay Your Bills,” 
etc., this series has created considerable 
good will for the bank among local 
merchants and professional men—their 
attention being called to the ads by per- 
sonal letters and proofs. 
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BRIEFS 


Items of interest from many sources—condensed for quick reading 


Edited by Joun Lancpon HEATON 


Origin of ‘‘Dollar’’ 


Banker-visitors to the Chase National 
Bank permanent collection of moneys 
of the world (46 Cedar Street, New 
York City) will see the Joachimthaler, 
which was the origin of our word 
“dollar.” 

First struck between 1517 and 1525 
by a tiny Bohemian principality, the 
Joachimthaler (literally: | Joachim’s 
valley) was honest in weight and fine- 
ness and convenient in size and soon 
became the prototype of similar coins 
throughout Europe. The word was 
shortened and “thaler” became “daler” 
in Scandinavia, “daalder” in the Low 
Countries, “tallero” in Italy, and event- 
ually “dollar.” Known as the “peso” 
in Spain, when minted by the Spanish 
Colonies in America it was called the 
Spanish milled dollar, the standard unit 
of currency in the American colonies. 
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F. S. & L. Insurance 


Investors whose savings in thrift and 
home-financing institutions are insured 
up to $5,000 by the Federal Savings and 
Loan Insurance Corporation ‘increased 
in number by nearly one-third during 
the last twelve months, Nugent Fallon, 
General Manager, announces. 

Reports of the Corporation show that 
2,240,000 savers are protected by the 
$118,000,000 Government instrumental- 
ity, as compared with 1,699,000 who 
were thus safeguarded a year ago. 

On April 22 there were 2,127 insured 
institutions, including 1,369 Federal 
savings and. loan associations and 758 
institutions under state charter. Their 
combined assets total $2,196,418,000. 


These figures compare with 1,969 in- 
sured associations a year ago with re- 
sources of $1,885,847,000. The aver- 
age investor in these insured associa 
tions has savings of over $700. 


Savings and Loan Volume Up 


Codperative banks and savings and 
loan associations made a larger volume 
of loans in March than during any 
month since last August, the United 
States Building and Loan League re- 
ports. The disbursement of $73,378.- 
000 during the third month brought the 
first quarter’s total of loans to a two- 
year high for the period, thirteen per 
cent. more than during the first quarter 
of 1938. 

The March volume of loans was 
twenty-six per cent. larger than Febru- 
ary and represented a net gain of twelve 
per cent. over March, 1938. It was a 
larger total than that registered for any 
month of 1938 except August. 

The $21,254,000 advanced by these 
institutions in March for the building 
of new houses: was more than in.any 
March of the past nine years, and 
brought the first quarter’s construction 
loans to $53,380,000, greater by 12.4 
per cent. than any first quarter’s record 
in this decade. 

Volume of loans for combined pur- 
poses during January, February and 
March was $187,253,000; according to 
A. D. Theobald, assistant vice-president 
of the League. Home purchase loans 
accounted for 33.7 per cent. of -all the 
money loaried in March, an indicatien 
that at least a seasonal improvement in 
the market for real estate has taken 
place, Mr. Theobald points out. 
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Home Mortgage Loans Rise 


A sharp rise in home mortgage 
financing activity in March over Febru- 
ary, greater than the normal seasonal 
increase for this period, is announced 
by the Division of Research and Sta- 
tistics of the Federal Home Loan Bank 
Board. 

Total mortgage recordings by all 
types of home mortgage lenders during 
March were reported as $312,465,000, 
er 38 per cent. more than in the pre- 
ceding month. Savings and loan asso- 
ciations accounted for $92,337,000 of 
these recordings, an increase of $23,- 
497,000 over February. 

“Although other types of institu- 
tional lenders reported greater percent- 
age gains in March business over Feb- 
ruary, savings and loan associations ex- 
perienced the largest dollar increase 
and maintained their position as the 
most active lender in the home mortgage 
field, accounting for 33 per cent. of the 
number and 30 per cent. of the amount 
of these mortgages,” a statement from 
the Division of Research says. 

The largest percentage of gain—47 
per cent.—in March over February was 
registered by insurance companies. In- 
creases reported for the same period 
by other types of lenders were: banks 
and trust companies, 38 per cent.; 
mutual savings banks, 40 per cent.; in- 
dividuals, 34 per cent.; and others, 43 
per cent. 


Government in the Lending Field 


Speaking before the Missouri Bank- 
ers Association Convention recently, 
Wood Netherland, Chairman of the 
association’s Committee on Government 
Lending Agencies, stated: 

“As of February 28, 1939, the com- 
bined assets of Governmental corpora- 
tions according to the Treasury report 
of that date, were $12,411,197,035. The 
major portion of these assets were in 
the following corporations: : 


Home Owners Loan Corpora- 
tion 

Federal Land Banks........ 

Federal Farm Mortga 
poration ; 


$3,060,877,438 
2,341,325,686 


1,610,699,940 
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Reconstruction Finance Cor- 
poration 


Commodity Credit Corpora- 


1,849,978,794 


371,492,319 

Production. Credit Corpora- 
122,266,000 
Banks for Cooperatives 185,926,860 

“It is not correct to assume that if 
the Government should retire from the 
lending field that the earning assets of 
banks would necessarily increase to the 
extent represented by the above volume 
of twelve billion dollars. These sums 
are in fact already in the assets of banks 
and other financial institutions through 
the medium of Government notes and 
bonds or obligations of the agencies 
themselves, guaranteed for the most part 
by the Federal Government. 

“It is correct to assume that if the 
Government should retire from the lend- 
ing field the rate of return on these 
assets would be somewhat more desir- 
able, and certainly more in keeping with 
a fair charge for the use of money.” 


SEC Reactionary 


Warning that the New Deal’s econo- 
mic theories are reactionary rather than 
liberal, and that these reactionary 
theories may soon conspire with the 
reactionary forces in business itself to 
destroy the entire American system of 
business enterprise, an aditorial in the 
May issue of Fortune magazine dis- 
cusses the Securities and Exchange Com- 
mission, and states: 

“The SEC was a necessary, element- 
ary, and permarient reform, but the 
SEC was set up at a time when the fear 
of Wall Street dominated the country— 
and the fear of Wall Street still domi- 
nates the SEC. While as a policeman 
the SEC cannot help creating some difh- 
culties for new private investment, a 
good half of those it does create arise 
from the ever-present presumption of 
fraud and the ever-present fear of 
capital. 

“This is highly reactionary. -If the 
SEC’s attitude toward Wall Street were 
progressive and confident, New Dealers 
might have fewer. complaints’ against 
the sluggishness of private investment.” 
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Insurance Funds Available 

A potential “recovery fund” of 750 
million dollars in cash lies idle in the 
hands of the insurance companies, who 
are eager to invest it in American busi- 
ness and American jobs, the U. S. 
Chamber of Commerce was told recently 
by O. J. Arnold, president of North- 
western National Life Insurance Com- 
pany of Minneapolis. 

“Let business leaders again see the 
road reasonably clear for profitable ex- 
pansion—let them even become suff- 
ciently confident to undertake the vast 
amount of replacements of old equip- 
ment and old buildings which should 
be made—and ample funds are avail- 
able,” Mr. Arnold stated. Until busi- 
ness in general can go ahead on a sound 
and profitable basis, he emphasized, in- 
surance companies must continue to 
invest largely in Government bonds, and 
keep other vast sums idle, because 
safety of policy holders’ money is neces- 
sarily the first consideration. 

“During the past ten years idle cash 
held by life insurance companies has 
increased from $113,000,000 to $750,- 
000,000, while their holdings of U. S. 
Government bonds have increased from 
$392,000,000 to $4,551,000,000 in the 
same period, or from 2.7 to 17.9 per 
cent. of the companies’ total assets.” 

Mr. Arnold also pointed out that in 
the last decade interest earnings on total 
life insurance company assets have de- 
creased from approximately 5.1 per 
cent. to 3.6 per cent. 


New Canadian Trust Service 

R. P. Jellet, general manager of The 
Royal Trust Company, Montreal, Can- 
ada, speaking before the ABA Trust 
Conference recently, told of an interest- 
ing development in Canadian trust 
business: 

“A rather new and profitable field of 
operation has developed in providing 
through the trust companies for the in- 
corporation, with due legal assistance, 
of personal holding companies, the 
supplying of directorates to them and 
the management of their affairs. Such 
companies have attracted the attention 
of men of means living outside the 
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country who wish to put a bit of their 
fortunes into such form, and of wealthy 
Canadians who may properly obtain 
through such incorporation freedom 
from succession duties in other prov- 
inces and countries than that in which 
they live and in which their personal 
holding companies operate. Succession 
duties are levied only by the provinces; 
the federal government having left this 
field of taxation to them. Such per- 
sonal holding companies have no effect 
for Canadians in the matter of income 
taxes, as the government disregards the 
existence of such companies and incor- 
porates their incomes with those of the 
owners of their shares.” 


The Changed Banking Picture 


Speaking before a recent banking 
group, Philip A. Benson, President of 
the American Bankers Association, 
called attention to the changing picture 
of banking: 

“From 1923 to 1929 investments con- 
stituted 29 per cent. of earning assets. 
Today they are 56 per cent. In that 
earlier period Government bonds con- 
stituted 8 per cent. of earning assets, 
while today they are more than 30 per 
cent. Before 1929 the composite gross 
yield of the bank dollar from loans and 
investments was almost six per cent. 
Today it is less than three per cent. 

“Before the world war commercial 
loans of banks amounted to about 14 
per cent. of the dollar volume of whole- 
sale and retail trade. From 1915 to 
1925 they were about 21 per cent. From 
1934 to 1937 they were only 9 per cent.” 


Voting Trusteed Stock 


Speaking at a recent ABA Trust Con- 
ference, Ralph H. Spotts, associate 
counsel, Title Insurance and Trust Com- 
pany, Los Angeles, strongly recom- 
mended a uniform policy in voting 
trusteed stock. He stated: 

“All trusteed stock, whether held by 
choice or by direction, is an investment 
of the funds of beneficiaries in the par- 
ticular corporation, That investment is 
periodically reviewed and examined. 
The primary management of that cor- 
poration is in the stockholders, each of 
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whom has not only the right but the 
duty to vote. This power is incidental 
to and inherent in stock ownership. 
When the stock cannot be voted in per- 
son it may be voted by general proxy. 
lf sincere doubt exists as to delegation 
of discretionary power or authority, the 
stock may always be voted by limited 
proxy. 

“T suggest a policy of action, not in- 
action. I suggest that for any practice 
of declining, with some exceptions, to 
vote in person or by proxy, we substi- 
tute the practice of voting all trusteed 
stock regardless of its amount. Let the 
refusal to vote be the exception to the 
rule and not the rule itself. Let the 
policy be a positive one with only such 
rare exceptions as the good faith and 
the prudence of the trustee may dictate, 
rather than a_ negative, do-nothing 
policy. I suggest an affirmative policy 
hecause we may, by inaction, by our 
disregard of this right of franchise, in 
ultimate effect be delegating to others 
the duties and responsibilities which 
are ours. 

“T am not seeking to cast a new duty 
or a new responsibility upon corporate 
trustees. I am asking that there be a 
more abundant discharge of the duty 
and responsibility which we voluntarily 
assume by accepting and holding stock 
as a trust investment. I am asking for 
this phase of trust administration the 
continuous application of the high tests 
of trusteeship woven into the letter and 
into the spirit of our Statement of 
Principles.” 


N. Y. Savings Banks Gain 


Both volume of deposits and number 
of depositors in the savings banks of 
New York State showed large gains 
during the first quarter of 1939, ac- 
cording to reports compiled by the 
Savings Banks Association of the State 
of New York. Deposits increased $73,- 
069,669 during the quarter, bringing 
aggregate deposits in these banks up 
to $5,478,107,078. Number of ac- 
counts increased 42,679, bringing total 
accounts to 5,967,157 on March 31. 
“For several years the first quarter of 
each year has been marked by an in- 
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crease both in deposits and number of 
depositors,” states Albert S. Embler, 
president of the association, “but the 
increase in dollar volume this year is 
about twice that registered in any of 
the four preceding years. We can only 
conclude that the real income of those 
who naturally fall into the class of 
savings depositors has been maintained 
and perhaps increased.” 


ABA Trust Conferences 


The Trust Division of the American 
Bankers Association will hold two re- 
gional conferences this year. The 17th 
Regional Trust Conference of the Pa- 
cific Coast and Rocky Mountain States 
will be held in Chicago on October 
26 and 27. 


Sauvain to G. S. B. 


Dr. H. C. Sauvain, professor of 
finance and director of the Investment 
Research Bureau at Indiana University, 
has accepted appointment as an in- 
structor in investments at the Graduate 
School of Banking conducted by the 
American Bankers Association at Rut- 
gers University. 


Personal Loan Association 

Organization of the Bankers Associa- 
tion for Consumer Credit, a national 
trade association for banks making per- 
sonal loans and handling finance credit, 
has been announced at a meeting in 
Cleveland, Ohio. 

The purpose of the association is to 
provide “a central point to which the 
bank, desiring to investigate personal 
loan practices, the advisability of mak- 
ing automobile loans or of financing 
major appliances, can send its inquiries 
to find the best and latest forms and 
methods.” The organization plans a 
convention to be held in Conneaut Park, 
Pennsylvania, June 23-25. 

The executive committee of the new 
association is composed of Chairman 
Kenton R. Cravens, vice-president of the 
Cleveland Trust Company, Cleveland; 
Treasurer Leland D. Judd, assistant 
secretary of the Lincoln Alliance Bank 
& Trust Company, Rochester; Secretary 
G. T. Spettigue, Jr., assistant secretary, 
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Colonial Trust Company, Pittsburgh; 
J. J. Corcoran, assistant secretary, 
Marine Trust Company, Buffalo; W. J. 
Flynn, president, the Bank of Erie, Erie, 
Pennsylvania. Communications should 
be addressed to G. T. Spettigue, secre- 
tary, P. O. Box 777, Pittsburgh. 


Activity Charge Opposition 


A bill has been introduced in the New 
York State Assembly which would pro- 
hibit a charge by a bank, trust company 
or other financial institution under 
state supervision, from making any ac- 
tivity charge against a customer’s ac- 
count based on the number of’ checks 
drawn, or for collection of checks, 
drafts or notes in excess of the actual 
amount paid for the collection thereof. 
The bill would permit charges for re- 
turn of checks for insufficient funds, is- 
suance of money orders, bank drafts, 
cashier’s checks or foreign exchange. It 
would also permit charges for interest 
on loans, protest fees on notes, and for 
failure to maintain a specific average 
daily balance, the minimum to be set 
by the bank at an amount not to exceed 


$300. 


Southern Florida Unit Bankers 


An association known as Unit Bank- 
ers of Southern Florida has been or- 
ganized to further the interests of the 
independent banks in Southern Florida. 
Host to the unit bankers during organi- 
zation was the First National Bank in 
Palm Beach. Wiley R. Reynolds, 
president of the First National, was 
elected president of the association; 
J. S. Earaman and J. L. Owen, vice- 
presidents; Robert E. Terry, secretary 
and treasurer. 

© 


Convention Dates 
GENERAL 
June 5-9—American Institute of Banking. 
Pantlind Hotel, Grand Rapids, Mich. 
June 19-30—Graduate School of Banking, 
Rutgers University, New Brunswick, N. J. 
September 11-14—Financial Advertisers As- 
sociation, Toronto, Canada. 
September 20-22—National Association of 


Supervisors of State Banks, Salt Lake 
City, Utah. 
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September 25-28—American. Bankers As- 
sociation. Olympic Hotel, Seattle, Wash. 
September 27-29—United States Building 
_ and Loan League, Atlantic City, N. J. 
September 28-30—National Association of 
‘. Bank Auditors and Comptrollers, Seattle, 

* Wash. 

October 9-11—Morris Plan Bankers Asso- 
ciation, Westchester Country Club, Rye, 
Pla 

STATE AND SECTIONAL 


June 5-7—Iowa Bankers Association, Hotel 
Fort Des Moines, Des Moines, Iowa. 
June 7-8—Wisconsin Bankers Association. 

Hotel Schroeder, Milwaukee, Wis. 

June 7-8—Georgia Bankers Association, 
Hotel DeSoto, Savannah, Georgia. 

June 8-11—District of Columbia Bankers 
Association. The Homestead, Hot Springs, 
Va. 

June 9-10—Vermont Bankers Association. 
Woodstock Inn, Woodstock, Vt. 

June 9-10—Wyoming Bankers Association, 
Casper, Wyo. 

June 11-16—Virginia Bankers Conference. 
University of Virginia, Charlottesville, 
Va. 

June 12-13—Oregon Bankers Association. 
Hotel Gearhart, Gearhart. 

June 14—Connecticut Bankers Association, 
Shuttle Meadow. Country .Club, New 
Britain, Conn. 

June 14-16—Minnesota Bankers Association. 
St. Paul Hotel, St. Paul, Minn. 

June 15-16—Washington Bankers Associa~ 
tion, Davenport Hotel, Spokane, Wash. 
June. 16-17—Colorado Bankers Association. 
Hotel Colorado, Glenwood Springs, Colo. 
June 19-21—Michigan Bankers Association, 

Hotel Statler, Detroit, Mich. 

June 19-20—-Utah. Bankers . Association, 
Grand Canyon National Park. 

June 23-24—Montana Bankers Association, 
Canyon, Yellowstone National Park. 

June 23-25—Maine Bankers Association. 
Poland Spring House, Poland, Maine. 

June 26-27—Idaho Bankers Association, 
Challenger Inn, Sun Valley, Idaho. 

July 10-14—North Carolina Bankers Con- 
ference, University of North Carolina, 
Chapel Hill, N. C. 

July 18-20—Kentucky Bankers Conference. 
University of Kentucky, Lexington, Ky. ° 

August 14 week—Tennessee Bankers Asso- 
ciation, University of Tennessee, Knox- 
ville, Tenn. : 

August 21-September 1—Pacific Northwest 
Banking’ School, Seattle, Wash. 

September 19-20—17th Regional ABA Trust 
Conference of the Pacific Coast and 
Rocky Mountain States, Los Angeles. 

October 26-27—Tenth ABA Mid-Continent 
Trust Conference, Chicago. 
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